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Message  from  the  Chainnan 


October  14,  1998 

Dear  Participants  and  Beneficiaries: 

When  I  assumed  the  office  of  State  Treasurer  &  Receiver-General  in  1991, 1  pledged  to 
improve  the  investment  performance  of  the  Pension  Reserves  Investment  Trust  ("PRTT")  Fund  by 
taking  an  active  role  as  Chairman  of  the  Pension  Resen^es  Investment  Management  ("PRIM") 
Board.  I  envisioned  a  pension  fund  that  would  be  overseen  by  an  independent  board  of  trustees, 
managed  by  a  professional  staff,  and  guided  by  a  disciplined  investment  process.  As  I  near  the 
completion  of  my  second  term  of  office,  I  am  proud  to  report  to  you  today  that  we  have  achieved 
all  of  that,  and  much  more. 

In  this,  my  last  message  to  you  as  QTairman  of  the  PRIM  Board,  I  would  like  to  provide 
some  perspective  for  the  future  by  re\dewing  some  of  the  more  important  accomplishments  of  the 
past  eight  years.  When  I  took  office  in  January  1991,  the  $3  billion  PRTT  Fund  ranked  at  the 
bottom  of  its  public  pension  fund  peers  in  investment  returns.  The  Commonwealth's  pension 
system  had  less  than  half  the  money  it  needed  to  pay  its  long-term  benefit  obligations.  And,  the 
PRIM  Board's  senior  staff  had  been  plagued  by  scandal. 

In  the  first  two  years  of  my  administration,  we  spent  considerable  time  and  effort 
stabilizing  troubled  situations,  rebuilding  the  PRIM  Board's  management  structure,  and  working 
to  restore  the  trust  and  confidence  of  our  participants.  As  a  part  of  this  process,  we  established 
advisory  committees  consisting  of  PRIM  trustees,  members  of  participant  retirement  systems,  and 
private  sector  experts  who  volunteered  their  time  to  assist  us  -  most  notably.  Professor  Robert 
Glauber  from  Harvard's  Kennedy  School  of  Government;  Jack  Meyer,  President  of  Harvard 
Management  Company;  and  Allan  Bufferd,  Director  of  Investments  for  the  MTT  endowment. 
We  developed  a  series  of  critical  policy  statements  to  guide  decision-making  for  all  aspects  of  the 
Fund.  And,  we  hired  dedicated  professionals  with  demonstrated  expertise  in  finance,  asset 
management,  accounting,  and  law  to  fill  key  staff  positions.  Following  the  initial  restructuring 
period,  the  fruits  of  our  labors  were  realized  when  the  Fund  became  one  of  the  top  performing 
public  pension  funds  in  the  country  and  the  Commonwealth. 

Although  we  were  pleased  with  our  success,  we  explored  other  areas  where  we  could 
enhance  investment  returns,  improve  operational  efficiencies,  and  reduce  overall  costs.  Most 
notably,  in  April  of  1994,  I  proposed  the  merger  of  the  Massachusetts  State  Teachers'  and 
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Employees'  Retirement  Systems  ("MASTERS")  Trust  and  the  PRTT  Fund.  Joseph  Craven,  who 
managed  the  MASTERS  Trust  at  the  time,  had  the  insight  to  recognize  that  Massachusetts  was 
the  only  state  in  the  country  with  two  pension  funds  serving  the  same  set  of  beneficiaries, 
resulting  in  inefficient  investing,  less  than  optimal  returns,  and  higher  than  necessary  costs.  After 
more  than  two  years  of  making  the  case  for  reform  of  our  pension  system,  legislation  merging  the 
two  funds  passed  on  July  31,  1996,  and  took  effect  on  January  1,  1997.  We  conservatively 
estimate  that  the  merger  has  already  saved  the  beneficiaries  and  taxpayers  of  the  Commonwealth 
over  $20  million;  the  savings  should  continue  at  the  rate  of  at  least  $20  million  each  year. 

The  past  five  years  in  particular  have  seen  unsurpassed  growth  of  the  PRTT  Fund.  As  of 
June  30, 1998  {before  the  volatility  of  the  last  three  months),  the  PRTT  Fund's  assets  totaled  almost 
$24  billion.  The  merger  with  MASTERS  brought  PRTT  approximately  $9  billion  in  assets  at  the 
end  of  1996,  but  most  of  the  Fund's  growth  since  1991  has  been  due  to  outstanding  investment 
performance.  This  exemplary  performance  has  put  us  on  track  to  fuU  funding  of  our  pension 
system  —  a  possibility  that  seemed  remote  only  ten  years  ago  when  our  unfunded  pension 
liabilities  were  almost  two-thirds  larger  than  our  assets.  Recognizing  this  tremendous 
improvement,  the  legislature  approved  a  revised  funding  schedule  in  the  fiscal  year  1998  state 
budget  that  will  fuUy  fund  the  pension  system  ten  years  ahead  of  schedule  and  save  the  taxpayers 
billions  of  dollars. 

The  most  important  measure  of  the  Fund's  success  has  been  our  performance  compared 
to  the  actuarial  rate  of  return  target  of  8.25%  contained  in  the  pension  funding  schedule.  For  the 
five  years  ending  June  30,  1998,  the  PRTT  Fund  returned  15.81%,  outpacing  the  target  by  7.56%. 
This  return  also  compares  favorably  to  the  Trust  Universe  Comparison  Service  ("TUCS"),  a 
widely  accepted  benchmark  for  the  performance  of  institutional  assets.  According  to  TUCS,  for 
the  same  five  year  period  PRIM  ranked  in  the  top  8th  percentile  of  all  public  funds  in  the  country. 
Again,  that  five  year  performance  represents  the  culmination  of  the  extraordinary  efforts  made  by 
the  PRIM  Board,  its  advisory  committees,  and  staff  over  the  last  eight  years. 

Another  important  initiative  during  my  administration  has  been  "Segmentation". 
Segmentation  allows  retirement  systems  to  invest  in  individual  asset  classes  of  the  PRTT  Fund  as 
an  altemative  to  investing  in  the  total  Fund.  Since  the  program  went  into  effect  at  the  beginning 
of  fiscal  year  1998,  eight  retirement  systems  have  invested  more  than  $55  million  as  of  September 
1,1998. 
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Also  during  my  watch,  the  legislature  restored  the  annud  appropriation  to  PRlM's 
participating  systems  to  help  them  reduce  their  unfunded  pension  liabilities.  The  appropriation 
was  not  made  between  1991  and  1995,  and  most  observers  thought  the  statute  was  a  dead  letter. 
After  prim's  participating  systems  joined  us  in  contacting  their  state  legislators  and  Governor 
Weld,  an  appropriation  was  approved  in  the  fiscal  year  1996  supplemental  budget.  Since  then, 
two  more  appropriations  have  been  approved  (in  fiscal  years  1998  and  1999);  in  total,  the  three 
appropriations  provided  our  participating  systems  with  a  $15.6  million  grant  to  improve  their 
pension  fijnding  status. 

More  recentiy,  the  PRIM  Board  and  staff  have  worked  hard  to  institutionalize  the  good 
work,  and  important  lessons  learned,  over  the  past  eight  years.  Beginning  in  January  1998,  for 
example,  the  Board  reviewed  and  recodified  the  Fund's  long-term  investment  policy.  In  \iew  of 
the  turmoil  experienced  by  the  U.S.  and  foreign  securities  markets  since  the  dose  of  fiscal  year 
1998,  prim's  recommitment  to  its  long-term  plan  is  especially  appropriate.  The  Board's  consistent 
adherence  to  sound  investment  and  fiduciary  principles  should  ensure  the  ultimate  fulfillment  of 
the  PRTT  Fund's  mission:  to  provide  a  soUd  platform  to  expand  benefits,  and  reduce  the  burden 
on  taxpayers,  by  fully  funding  the  Commonwealth's  pension  obligations. 

Among  the  many  people  who  have  contributed  to  PRIM's  success  during  my 
administration,  my  deepest  thanks  go  to  First  Deputy  Treasurer  Thomas  H.  Trimarco  for  his 
superlative  service  as  my  designee  on  the  PRIM  Board.  Without  Tom's  \ision  and  determination, 
we  would  not  have  accomplished  as  much  as  we  did  as  quickly  as  we  did.  PRIM's  stciff,  led  by 
Executive  Directors  Paul  Doane,  Gregory  White,  and  now,  Scott  Henderson,  contiriues  to 
exemplify  the  very  best  we  can  expect  from  public  servants  in  terms  of  professionalism  and 
expertise.  And,  our  Board  members  have  set  a  high  standard  for  responsible  stewardship  of  the 
Commonwealth's  and  the  participant  systems'  pension  assets. 

It  has  been  an  honor  and  a  pleasure  to  serx^e  you  as  Chairman  of  the  PRIM  Board.  I  leave 
office  confident  tinat  PRIM  is  poised  to  do  great  things  in  the  future,  and  hopeful  that  it  uiU 
continue  to  earn,  and  preserve,  your  trust. 


JoKph  D.  Malone,  Chairman 
tension  Reserves  Investment  Management  Board 
Treasurer  and  Receiver-General 
The  Commonwealth  of  Massachusetts 
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PRTT  Fund  Growth  in  Assets 
Fiscal  Years  1990 -1998 
(in  Millions) 


□  Beginning  Net  Assets  INet  Contributions  DIVIASTERS  Merger  □Investment  Earnings 
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Tlie  PRTT  Fund's  assets  have  grown  from  $2.9  billion  on  June  30, 1990,  to  $23.9  billion  as 
of  June  30, 1998,  primarily  as  a  result  of  strong  investment  performance. 


PRTT  Fund  Investment  Performance 
For  Periods  Ending  June  30 
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Message  from  the  Executive  Director 


October  14, 1998 


Dear  Participants  and  Beneficiaries: 

Fiscal  Year  1998  brought  renewed  focus,  discipline,  and  commitment  to  the 
PRIM  Board's  operations  and  investment  program.  With  the  merger  of  PRIT  and 
MASTERS  behind  us,  the  PRIM  Board  and  staff  concentrated  on  the  basics  of  pension 
fund  administration.  We  re-examined  and  restated  the  Board's  long-term  investment 
policy,  replaced  underperforming  managers,  tightened  our  due  diligence  and  risk 
control  regimes,  and  significantly  expanded  our  internal  accounting  resources.  In  these 
and  a  variety  of  other  areas,  the  Board  and  staff  made  critical  improvements  in  the  way 
we  manage  the  Fund.  And,  through  our  client  conference  and  other  educational  efforts, 
we  worked  to  build  a  broad  consensus  for  continued  independent  professional 
management  of  public  retirement  assets. 

The  Fund's  investment  performance  was  exceptionally  strong,  for  the  fourth 
year  in  a  row.  Although  events  since  June  30  suggest  the  unprecedented  bull  market  for 
U.S.  equities  may  be  faltering  (at  least  temporarily),  PRIM's  diversified  asset  allocation 
plan  positions  the  Fund  for  sustained  long-term  growth  at  reasonable  levels  of  risk. 
Maintaining  that  asset  allocation  discipline  ~  even  when  confronted  with  turmoil  in  the 
securities  markets  —  remains  the  key  to  PRIM's  long-term  success. 

The  total  cost  of  managing  the  PRIT  Fund  this  year  was  less  than  27  basis  points 
of  the  Fund's  average  assets,  down  from  62  basis  points  in  1992.  And,  the  operational 
costs  (that  is,  all  costs  except  outside  investment  advisors'  fees)  of  the  $24  billion  fund 
totaled  less  than  $4  million  in  1998,  only  $500,000  more  than  it  cost  to  operate  a  $3 
billion  fund  back  in  1992. 

Our  outstanding  investment  returns  and  efficient  operations  have  been 
abundantly  rewarded:  32  local  retirement  systems  have  joined  the  State  Employees'  and 
Teachers'  systems  in  investing  all  or  part  of  their  pension  assets  in  the  PRIT  Fund,  the 
largest  number  in  the  Board's  fourteen  year  history.  We  appreciate  your  confidence  and 
remain  committed  to  preserving  the  trust  of  our  clients  and  their  beneficiaries,  as  well  as 
the  trust  of  the  Commonwealth's  taxpayers. 
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PRTTFund  Financial  Summary 


Financial  Summary 

Year  Ending               Year  Ending 
June  30, 1998                June  30, 1997 

Cash                    . .  . . 

$     23^10,134             $    65,937,664  ^ 

Inx'estments 

24379,687,033  20331,058,879 

i?pf pivablps  &  Other  Assets  l^^^^^^r 

449,032,659  207367,051 

"^otal  Assets 

24,852,029,826             20,604363,594  "° 

Payable  for  Investments  Purchased 

876337,499  435,139341 

Management  Fee  Payable  &  Other   

22,790,418    ^.^..^  58351,075  ^ 

Total  Liabilities 

899327,917     '    "^  493,490,616  | 

Total  Net  Assets 

$23,952,701,909  $20,110,872,978 

Fund  Units 

12,040,993,964  11,681,153,428 

Undistributed  Net  ln\'estment  Income 

1321,054,621  666,^,113 

Undistributed  Net  Realized  Capital  Gains 

6349,780,210              5,208,980,420  H 

Net  Unrealized  Appreciation  on  Investments 

4,040,873,114  2353,899,017 

Total  Net  Assets 

$23,952,701,909  $20,110,872,978 

One  Year  Return 

1753%  21.78% 

Return  Since  Inception 

13.05%  12.70% 

Operating  Expenses  as  %  of  Fund      "^^^  " 

11.^11,111111       Q_27%      —   033% 

FRIT  Fund  Performance  Summary  Period  Ending  June  30,  1998 


Component  of 
Portfolio 

PRTT 
lYear 

Index 
lYear 

PRFT 
5  Year 

Index 
5  Year 

Index 

Domestic  Equity 

27.04% 

28.86% 

21.56% 

21.56% 

Wilshire5000 

Fixed  Income 

10.49% 

10.54% 

8.60% 

6.88% 

Lehman  Brothers  Aggregate 

Intemational  Equity 

8.63% 

6.10% 

11.47% 

10.03% 

Morgan  Stanley  EAFE 

Emerging  Markets 

-28.73% 

-38.73% 

5.45% 

0.32% 

IPC  Emerging  Markets 

Real  Estate 

17.97% 

16.38% 

9.25% 

8.99% 

NCREIF  Index 

Alternative 
Investments 
Special  Eqixity 
Venture  Capital 

32.85% 

29.57% 
40.72% 

35.36% 
36.48% 

25.55% 

24.31% 
31.33% 

27.47% 
28.54% 

S&P  500  Ex-Tobacco  4400  bp 
S&P  500  Ex-Tobacco  +500  bp 

Total  PRTT  Fund 

17.53% 

17.25% 

15.81% 

15.35% 

Passive  Target  Allcxration 
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PRIT  Annual  Report  Overview 
The  PRIT  Fund 

The  Pension  Resen^es  Investoent  Trust  ("PRIT")  Fund  is  a  pooled  investment  fund 
established  to  invest  the  assets  of  the  Massachusetts  State  Teachers'  and  Employees'  Retirement 
Systems,  and  the  assets  of  count}',  authority',  district,  and  municipal  retirement  systems  that 
choose  to  invest  in  the  Fund.  The  PRTT  Fund  was  created  by  the  Legislature  in  December  1983 
(Chapter  661  of  the  Acts  1983)  vAtin  a  mandate  to  accumulate  assets  through  inv^estment  earnings 
and  other  revenue  sources  in  order  to  reduce  the  Commonwealth's  significant  unfunded  pension 
liability,  and  to  assist  local  participating  retirement  systems  in  meeting  their  future  pension 
obligations.  The  PRTT  Fund  merged  wdth  the  Massachusetts  State  Teachers'  and  Employees' 
Retirement  System  ("MASTERS")  Trust  on  January  1, 1997,  in  accordance  with  Chapter  315  of  the 
Acts  of  1996.  As  of  June  30,  1998,  the  assets  of  the  PRTT  Fund  totaled  almost  524  billion.  The 
Pension  Reser\'es  Investment  Management  ("PRIM")  Board  is  charged  with  the  general 
supervision  of  the  PRIT  Fund. 

prim's  mission  is  to  maximize  the  retum  on  investment  wdthin  acceptable  levels  of  risk 
by  broadly  diversifying  its  investment  portfolio,  capitalizing  on  economies  of  scale  to  achieve 
cost-effective  operations,  and  pro\iding  access  to  high  quality,  rnno\"ative  investment 
management  firms,  all  under  the  management  of  a  professional  staff  and  members  of  the  Board. 

The  PRTT  Fund  consists  of  two  in\'estment  funds:  the  Capital  Fund  and  the  Cash  Fund. 
Cash,  deposited  and  invested  on  a  temporary'  basis,  is  transferred  monthl\'  from  the  Cash  Fund  to 
the  Capital  Fund.  Once  in  the  Capital  Fund,  funds  are  invested  and  reinvested  across  all  asset 
classes  under  PRIM's  long-term  investment  guidelines  and  asset  allocation.  The  Capital  Fund 
ser\'es  as  the  long-term  asset  portfolio  and  consists  of  nine  accounts:  General  Allocation  Account 
(which  is  comprised  of  the  other  accounts,  except  the  State  Teachers'  and  Employees'  Separate 
Account),  Domestic  Equit}',  Fixed  Income,  International  Equity  (EAFE),  Emerging  Markets 
Equity,  Core  Real  Estate,  Non-core  Real  Estate,  Alternative  Investments,  and  the  State  Employees' 
and  Teachers'  Separate  Account  (which  holds  the  State  Employees'  and  Teachers'  investment  in 
the  Massachusetts  Technology  Development  Corporation). 
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PRIT  Segmentation  Program 


Chapter  84  of  the  Acts  of  1996,  signed  into  law  on  May  15,  1996,  explicitly  confirms 
retirement  boards'  authority  to  invest  in  individual  asset  classes  of  the  PRTT  Fund  as  an 
alternative  to  investing  in  the  aggregate  Fund.  The  program,  called  "Segiiientation",  gives  local 
retirement  boards  the  flexibility  to  select  specific  asset  classes  in  whatever  proportions  they 
believe  are  best  suited  to  their  needs.  Because  of  PRIM's  economies  of  scale,  segmentation 
provides  an  affordable  means  for  retirement  boards  to  make  diversified  investments  in  traditional 
and  non-traditional  asset  classes. 

Currently,  local  retirement  boards  may  invest  in  one  or  more  of  the  following  investment 
portfolios  of  the  PRIT  Fund:  Domestic  Equity,  International  Equity  (EAFE),  Emerging  Markets 
Equity,  Fixed  Income,  Core  Real  Estate,  and  Alternative  Investments.  The  program  commenced 
at  the  beginning  of  fiscal  year  1998.  Since  then,  eight  retirement  systems  have  chosen  to  invest  in 
PRIT  using  segmentation. 


System 

Asset  Class 

Amotmt 

Braintree 

Core  Real  Estate 

$2,000,000.00 

Chicopee 

Core  Real  Estate 

$2,000,000.00 

Clinton 

Domestic  Equity 

$1,000,000.00 

Intermtioml  Equity 

$1,000,000.00 

Fixed  Income 

$2,500,000.00 

Core  Real  Estate 

$500,000.00 

Dukes  County 

Intermtioml  Equity 

$2,000,000.00 

Fixed  Income 

$4,000,000.00 

Core  Real  Estate 

$1,000,000.00 

Leominster 

Fixed  Income 

$20,000,000.00 

Stoneham 

Domestic  Equity 

$17,000,000.00 

Shrewsbury 

Core  Real  Estate 

$1,000,000.00 

Wobum 

Intermtioml  Equity 

$1,000,000.00 

Total 

$55,000,000.00 

Page  9 


PRIT  Fund  Annual  Report,  June  30, 1998 


Interim  (Current)  Target  Asset  Allocation 


Alternative 


25% 


Long-term  Target  Asset  Allocation 

Alternative 


The  PRIM  Board  is  gradually,  and  prudently,  increasing  the  assets  allocated  to  real 
estate  and  alternative  investments  to  meet  the  long-term  targets.  In  the  interim, 
additional  funds  are  invested  in  the  domestic  equity  and  fixed  income  portfolios. 
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TItePRIT  Portfolio 

Fiscal  year  1998  was  a  successful  year  for  PRIM.  The  ongoing  bull  market  in  U.S.  stocks 
continued  to  produce  outstanding  returns  for  the  PRTT  Fund.  Although  the  domestic  fixed 
income  market  provided  strong  absolute  returns  due  to  declining  interest  rates,  it  substantially 
underperformed  U.S.  stocks.  International  markets  were  mixed:  developed  economies  (especially 
those  outside  of  Asia)  were  generally  strong,  while  the  volatile  "emerging  markets"  experienced 
substantial  downturns.  The  benefit  of  diversification  was  more  evident  in  the  private  markets 
portfolios  (alternative  investments  and  real  estate)  where  returns  exceeded  long-term 
assumptions. 

For  the  year  ending  June  30, 1998,  the  PRIT  Core  returned  17.53%.  For  the  three  and  five 
year  periods  ending  June  30, 1998,  the  Core  produced  annualized  returns  of  19.51%  and  15.81%, 
respectively.  PRTT's  annualized  return  since  inception  (January  1,  1985  through  June  30,  1998) 
was  13.05%.  These  returns  compare  favorably  to  PRTT's  most  important  benchmark,  the  8.25% 
rate  of  return  target  in  the  Commonwealth's  pension  funding  schedule. 
The  Public  Markets  PortfoHo 

Domestic  Equity.  As  of  June  30, 1998,  PRIM's  Domestic  Equity  portfolio  represented  47% 
of  the  Fund.  For  the  year  ending  June  30, 1998,  the  portfolio  produced  a  27.04%  return,  driven  by 
strong  performance  in  the  first  and  third  quarters  of  the  fiscal  year.  Large  capitalization  stocks, 
especially  the  "mega-cap"  issues  (the  50  largest  stocks  in  the  S&P  500  Index),  continued  their 
dominance  of  the  marketplace.  This  was  fortunate  for  PRIM  as  more  than  70%  of  the  portfolio 
consisted  of  large  company  stocks  (almost  85%  of  the  large  cap  component  was  invested  in  a  low- 
cost,  passively  managed  portfolio  comprised  of  S&P  500  Index  securities).  The  aggregate  return 
of  PRTT's  domestic  equity  managers  compared  weU  to  their  benchmarks.  The  large  cap  S&P  500 
Index,  excluding  tobacco  stocks,  returned  30.87%,  and  the  small  cap  Russell  2000  Index  returned 
16.50%,  for  the  one-year  period. 

Fixed  Income.  As  of  June  30, 1998, 25%  of  the  Fund  was  invested  in  domestic  fixed  income 
securities.  For  the  year  ending  June  30,  1998,  the  Fixed  Income  portfolio  returned  10.49%, 
compared  to  the  Lehman  Brotiiers'  Aggregate  Bond  Index's  10.54%.  PRTT's  sHght 
underperfomance  was  due  to  the  Fund's  high  yield  and  convertible  bond  components.  Over  the 
longer  term,  PRIM's  prudent  exposure  to  high-yield  and  convertible  bonds,  approximately  13% 
of  the  Fixed  Income  portfolio,  has  helped  to  reduce  overall  risk  and  lift  the  Fund's  returns  above 
the  portfolio  benchmark. 
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Inteiiuitioml  Eqidhj.  International  Equity  comprised  16%  of  the  Fund  on  June  30, 1998.  For 
the  year  ending  June  30, 1998,  the  portfolio  returned  8.63%,  compared  to  the  MSCI  EAFE  Index 
return  of  6.10%  for  the  same  period.  Returns  were  mixed  as  a  result  of  the  turmoil  in  the 
developed  Asian  markets,  specifically  Hong  Kong,  Malaysia,  and  Singapore;  returns  in  Europe 
were  approximately  7%  higher  than  the  S&P  500  Index. 

Emerging  Markets.  As  of  June  30,  1998,  Emerging  Markets  represented  almost  three 
p>ercent  of  the  total  Fund.  These  developing  economies  were  among  the  hardest  hit  during  the 
year.  However,  PRIM's  managers  exceeded  their  benchmark  by  a  full  10  percentage  points:  on  a 
one-year  basis,  PRIM's  Emerging  Markets  managers  returned  -28.73%,  compared  to  the  IFC 
Emerging  Markets  index  return  of  -38.73%. 
The  Private  Markets  Portfolio 

Real  Estate.  On  June  30, 1998,  4%  of  the  Fund  was  invested  in  Real  Estate.  For  the  fiscal 
year,  the  portfolio  returned  17.97%,  beating  the  National  Coundl  of  Real  Estate  Investment 
Fiduciaries  ("NCREIF")  Index,  which  returned  16.38%).  To  support  PRIM's  "Segmentation" 
program,  the  Real  Estate  portfolio  was  spHt  into  "core"  and  "non-core"  portfolios  at  the  beginning 
of  the  fiscal  year.  An  appraisal  of  the  "core"  portfolio  (unleveraged  separate  account  in\'estments 
made  subsequent  to  1994)  was  conducted  during  the  fiscal  year,  and  the  appreciation  in  market 
values  revealed  by  the  appraisal  boosted  returns.  For  the  fiscal  year,  the  "core"  portfolio  returned 
15.26%.  The  Fund  also  benefited  from  the  divestment  of  "non-core"  assets  (leveraged 
commingled  and  separate  accounts).  The  "non-core"  component  of  the  portfolio  returned  25.01% 
as  several  previously  devalued  properties  were  sold  in  a  strong  market  emdronment.  Over  the 
long-term,  PRTT's  consen^ative  "core"  approach  is  expected  to  produce  a  retum  between  7.5% 
and  8.0%,  while  diversif\ing  the  overall  portfolio. 

Alternative  Investments.  Once  again,  the  Alternative  Investments  portfolio  was  the  PRIT 
Fund's  best  performing  asset  class,  producing  a  one-year  retum  of  32.85%.  As  of  June  30, 1998, 
the  Alternative  Investments  portfolio  comprised  4%  of  the  Fund.  The  portfolio  consists  of  special 
equities  (buy-outs,  consolidation,  expansion  capital)  and  \'enture  capital  ("young"  growing 
companies,  usually  technolog}'  based).  The  spedal  equity  and  \'enture  capital  components 
returned  29.57%  and  40.72%,  respectively.  Although  there  is  no  definitive  benchmark  to  measure 
the  relative  performance  of  alternative  investments,  the  PRIM  Board  expects  its  special  equit)'  and 
venture  capital  portfolios  to  exceed  the  S&P  500  Index  by  4.0%  and  5.0%,  respectively,  over  the 
long-term. 
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Cutting  Costs 

The  PRIM  Board  presents  management  fees  in  two  ways:  1)  including  "investment  level" 
or  "non-cash  management"  payments,  and  2)  excluding  such  payments.  Most  investment 
management  fees  for  alternative  investments  and  real  estate  are  charged  by  the  managing  general 
partners  to  the  investment  partnership  and  not  to  the  limited  partner  investors  (e.g.,  PRIM) 
directly.  Therefore,  these  partnerships  incur  the  expense  and  report  income  to  the  limited 
partners  net  of  those  fees.  Most  pension  funds  do  not  include  these  non-cash  management  fees  as 
part  of  their  overall  costs.  Historically,  PRIM  has  reported  all  investment  management  fees, 
including  those  charged  at  the  partnership  level,  as  part  of  the  cost  of  managing  the  Fund. 

The  cost  for  fiscal  1998  inclusive  of  all  investment  management,  custodial,  consulting,  and 
overhead  expenses  (the  total  PRIM  operating  budget)  was  27  basis  points  (0.27%)  of  the  average 
net  asset  value  of  the  PRTT  Fund.  For  fiscal  1997,  the  cost  was  34  basis  points. 

More  than  90%  of  the  totd  budget  was  comprised  of  fees  to  external  investment 
managers  in  fiscal  1998.  Nearly  35%  percent  of  those  fees  were  attributed  to  alternative 
investments  and  real  estate.  Excluding  these  "non-cash"  management  fees  (as  most  public 
pension  funds  do),  the  total  cost  of  managing  the  Fund  was  approximately  20  basis  points. 

The  chart  below  demonstrates  the  dramatic  reduction  in  the  cost  of  managing  the  PRTT 
Fund  from  fiscal  year  1991  through  fiscal  year  1998: 

Total  Costs  of  Managing  PRIT  Fund  as  a  Percentage  of  Assets 


10  -   ' 

0  "i  1  1  1  1  1  1  1 

1991        1992       1993        1994       1995       1996       1997  1998 


Fiscal  Years  Ended  June  30 
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The  PRIM  Board 


The  PRIM  Board  acts  as  Trustee  for  each  retirement  system  that  invests  in  the  PRIT  Fund 
and  is  responsible  for  the  control  and  management  of  the  Fund.  The  PRIM  Board's  members  are: 
the  Governor,  ex  officio,  or  his  designee;  the  State  Treasurer,  ex  officio,  or  his  designee  who,  serves 
as  Chairman  of  the  Board;  a  private  citizen  experienced  in  the  field  of  financial  management 
appointed  by  the  State  Treasurer;  an  employee  or  retiree  who  is  a  member  of  the  State  Teachers' 
Retirement  System  elected  by  the  members  of  such  system;  an  employee  or  retiree  who  is  a 
member  of  the  State  Retirement  System  elected  by  the  members  of  such  system;  the  elected 
member  of  the  State  Retirement  Board;  one  of  the  elected  members  of  the  Teachers'  Retirement 
Board,  chosen  by  the  members  of  the  Teachers'  Retirement  Board;  a  person  who  is  not  an 
employee  or  official  of  the  Commonwealth  appointed  by  the  Govemor;  and  a  representative  of  a 
public  safety  union  appointed  by  the  Govemor.  The  current  PRIM  Board  members  are: 


Joseph  D.  Malone,  Chairman,  Ex  Qffido  Member 

State  Treasurer  &  Receiver-General,  Commonwealth  of  Massachusetts 

Thomas  H.  Tritnarco,  Chairman's  Designee 

First  Deputy  Treasurer,  Commonwealth  of  Massachusetts 

Angela  A.  Amato,  State  Board  of  Retirement  Member, 

Retired,  Massachusetts  Department  of  Public  Works 

Robert  Broiisseau,  Elected  Representative,  State  Teachers'  Retirement  System 
Retired  Teacher,  Town  of  Wareham  Public  School  System 

Jaims  B.G.  Hearty,  Designee  of  the  Go\'emor,  Ex  Officio  Member 
Managing  Director,  Lehman  Brothers 

Glenn  M.  Johnson,  Vice  Chairman,  Appointee  of  the  State  Treasurer, 
Managing  Director,  Lightship  Capital  Advisors 

George  F.  McSherry,  Teachers'  Retirement  Board  Member, 

Retired  Teacher,  City  of  Brockton  Public  School  System 

Ralph  Wliite,  Elected  Representati\'e,  State  Employees'  Retirement  System 
President,  Retired  State,  Countv'  and  Municipal  Employees 
Association  of  Massachusetts 
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TIte  PRIM  Board  Staff 


The  PRIM  Board  employs  a  professional  staff  to  manage  the  day-to-day  operations  of  the 

Fund  and  report  to  the  Board.  The  current  staff  members  are: 

R.  Scott  Henderson 

Executive  Director  and  General  Counsel 

Jennifer  Banks 

Participant  Accountant 

Carroll  Cronin 

Administrative  Officer 

Sally  M.  Diingan 

Deputy  Chief  Investment  Officer /Senior  Investment  Officer, 
Public  Markets 

Keirsten  N.  Laivton 

Senior  Investment  Analyst 

John  F.  Leahy 

Staff  Accountant 

Patricia  A.  MacDonald 

Administrative  Assistant 

Yisroel  "Izzy"  Markov,  CPA 
Financial  Analyst 

Mary  J.  Pierotti 

Administrative  Assistant 

Tracy  L.  Sch7nitt 

Administrative  Assistant 

Paul  W.  Todisco 

Client  Ser\dces  Officer 

GerriAnne  Undenvood 

Accounting  Manager 

Bradford  B.  Wakeinan,  CPA 

Chief  Financial  Officer 

George  C.  Wilson,  CPA 

Senior  Investment  Officer,  Real  Estate 

Kenneth  M.  Wisdoin 

Senior  Investment  Analyst 
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Advisoiy  Committees  of  the  PRIM  Board 


The  Chairman  of  the  PRIM  Board  has  appointed  ad\'isor}'  committees  to  pro\'ide  a  broad 
range  of  ad\dce  to  the  Board.  These  committees  include  Board  members,  representatives  from 
participating  or  purchasing  retirement  systems,  and  private  citizens  from  the  investment  or 
business  community.  Currently,  there  are  four  working  advisory  committees:  Administration, 
Audit,  Investment,  and  Real  Estate. 


Investmmt  Committee 

James  B.G.  Hearty,  Co-Chair 
Board  Member 

Professor  Robert  Glaubei',  Co-Chair 

JFK  School  of  Government,  Harvard  University 

TItomas  H.  Trimarco 

First  Deputy  Treasurer 

Ralph  Wliite 

Board  Member 

Allan  Bufferd 

DepuW  Treasurer /Director  of  In\'estments 
Massachusetts  Institute  of  Technology 

Collette  Chilton 

Chief  Investment  Officer,  Lucent  Technologies  Pension  Fund 

Jack  K  Meyer 

President  and  Chief  Executi\'e  Officer 
Han-ard  Management  Company 
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Real  Estate  Committee 

Glenn  M.  Johnson,  Co-Chair 
Board  Member 

Ralph  Wiiite,  Co-Chair 
Board  Member 

Angelo  A.  Amato 

Board  Member 

Charles  Kenny 

Chairman,  Whittier  Partners 

William  F.McCalh  Jr. 

McCall&Almy,]nc. 


Administration  and  Audit  Committees 

Robert  Bronsseaii,  Chairman,  Administration  Committee 
Board  Member 

George  F.  McSherry,  Chairman,  Audit  Committee 
Board  Member 

Tlieodore  C.  Alexiades 

Town  Accountant,  Hingham  Retirement  Board 

Richard  P.  Foley 

Town  Accountant,  Reading  Retirement  Board 

Frank  Lagrotteria 

Weymouth  Retirement  Board 
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Member  State  and  Municipal  Retirement  Systems 


A  public  retirement  system  within  the  Commonwealth  may  elect  to  invest  in  the  PRTT 
Fund  \'ote  of  its  board.  The  board  may  choose  to  invest  as  a  Participating  System  or  a  PurcJuising 
System.  A  Purchasing  System  may  invest  in  the  PRTT  Core  or  in  one  or  more  of  the  separate 
investment  accounts  of  the  Core  available  through  "Segmentation".  Participating  systems  invest 
all  their  retirement  assets  in  PRTT  For  a  minimum  of  five  years,  and  qualify  for  funds 
appropriated  by  the  Commonwealth  to  reduce  the  unfunded  pension  liability. 

Pm'ticipating  and  Purchasing  Retirement  Systems 


Belmont  Retirement  System* 

Milton  Retirement  System 

Berkshire  Coimty  Retirement  System 

Minuteman  Regional  Vocational  Technical 
School  Retirement  System 

Braintree  Retireinent  Systan** 

Montague  Retirement  Systan 

BrookUne  Retirement  System* 

Needham  Retirement  System 

Chicopee  Retirement  Sy stein** 

New  Bedford  Retireinent  System* 

CUnton  Retirement  System** 

Noiihbridge  Retirement  System 

Concord  Retirement  System* 

Quincy  Retirement  System* 

Dedham  Retireinent  System 

Reading  Retirement  System 

Dtikes  Cotmty  Retireinent  System** 

Revere  Retirement  System* 

Fairhaven  Retirement  System 

Saiigiis  Retireinent  System 

Framingham  Retireinent  System* 

Shrewsbtny  Retirement  System** 

Gardnei'  Retirement  System 

State  Employees'  Retirement  System 

Greenfield  Retireinent  System* 

State-Teachers'  Retireinent  System 

Hingham  Retirement  System 

Stoneham  Retireinent  System** 

Leominstei-  Retirement  System** 

Wakefield  Retireinent  System 

Marhlehead  Retirement  System* 

Weymouth  Retireinent  System 

Massachusetts  Water  Resources  Authority 
Retirement  System* 

Wobtim  Retireinent  System*  ** 

Xlore  Purchasing  System 
**Segmented  Purchasing  System 
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Annual  Appropriation  to  Participating  Systems 


In  fiscal  year  1998,  an  appropriation  of  $4,891,074  was  made  in  the  FY  '98  State  Budget 
(Qiapter  43  of  the  Acts  of  1997)  to  reduce  the  unfunded  pension  liabilities  of  the  13  eligible 
Participating  Retirement  Systems,  pursuant  to  M.G.L.,  chapter  32,  section  22B.  (An  appropriation 
of  $5,993,706  also  was  contained  in  Chapter  194  of  the  Acts  of  1998,  the  FY  '99  State  Budget.)  The 
following  is  a  list  of  those  systems  and  their  pro  rata  share  of  the  fiscal  year  1998  state 
appropriation: 


Participating 

1  ro  Kata  bnare 

System 

Or  4)4,07 1,U/ 4 

Dedham 

$450,227.12 

Fairhaven 

Jpi/lpo2.D4 

Gardner 

$253,165.75 

Hingham 

$403321.72 

Milton 

$484,807.01 

Minuteman 

$71,168.89 

Montague 

$107,069.37 

Needham 

$773,184.74 

Northbridge 

$92,298.33 

Reading 

$496,887.97 

Saugus 

$312,494.48 

Wakefield 

$496,398.88 

Weymouth 

$778,467.10 

Total 

$4,891,074.00 
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Investment  Managers 


The  PRIM  Board  retains  outside  managers  to  in\'est  the  PRIT  Fund  assets  according  to 
the  Fund's  asset  allocation  and  in\^estment  guidelines.  Most  of  the  Fund's  managers  cire 
compensated  under  \'arious  "performance  fee"  agreements,  which  reduce  base  management  fees 
while  rewarding  exceptional  investment  returns.  The  PRIM  Board's  current  investment 
managers  are: 


Domestic  and  International  Publicly-Traded  Equity  Managers 

Brown  Capital  Management,  Inc.,  Baltimore,  MD 

Capital  Guardian  Trust  Company,  Los  Angeles,  CA 

Capital  Technology,  Inc.,  Charlotte,  NC 

Dimensional  Fund  Ad\'isors,  Santa  Monica,  CA 

Emerging  Markets  Management,  Arlington,  VA 

FideUt}'  Management  Trust  Company,  Boston,  MA 

Lazard  Freres  Asset  Management,  New  York,  NY 

Marathon  Asset  Management,  London 

Massachusetts  Financial  Ser\ices  Company,  Boston,  MA 

Numeric  Investors,  LP,  Cambridge,  MA 

Pareto  Partners,  London 

Putnam  Advisory  Company,  Boston,  MA 

Rosenberg  Institutional  Equity  Management,  Orinda,  CA 

State  Street  Global  Advisors,  Boston,  MA 


Publicly-Traded  Fixed  Income  Managers 

BZW  Barclays  Global  Investors,  San  Francisco,  CA 

Fidelity  Management  Trust  Company,  Boston,  MA 

Frole)',  Re\y  In\'estment  Company,  Inc.,  Los  Angeles,  CA 

GW  Capital  Inc.,  BeUe\Tie,  WA 

Income  Research  &  Management,  Boston,  MA 

Loomis,  Sayles  &  Co.,  Boston,  MA 

Padfic  Inx'estment  Management  Co.,  Newport  Beach,  CA 

Putnam  Advisory  Company,  Boston,  MA 

Turner  Investment  Partners,  Walnut  Creek,  CA 
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Real  Estate  Managers 

Core  Strategy  Separate  Account  Managers: 

Lend  Lease  Real  Estate  Investments,  Atlanta,  GA 
Invesco  Realty  Advisors,  Dallas,  TX 
LaSalle  Advisors  Capital  Management,  Chicago,  IL 
The  RREEF  Funds,  San  Francisco,  CA 

REIT  Managers: 

John  McStay  Investment  Coimcil,  Dallas,  TX 
The  RREEF  Funds,  Chicago,  IL 

Non-Core  Commingled  and  Separate  Account  Managers: 

AEW  Capital  Management,  Boston,  MA 

AUegis  Realty  Investors  LLC,  Hartford,  CT 

Bear  Steams  Realty  Partners,  New  York,  NY 

Boston  Financial  Group,  Boston,  MA 

Capital  Associates  Realty  Partners,  Chicago,  IL 

Hancock  Realty  Advisors,  Boston,  MA 

Heitman  Capital  Management,  Chicago,  IL 

L&B  Real  Estate  Counsel,  Dallas,  TX 

Sierra  Capital  Corporate  Advisors,  Inc.,  San  Francisco,  CA 

SSR  Realty  Advisors,  Inc.,  White  Plains,  NY 

TA  Associates  Realty,  Boston,  MA 

TCW  Realty  Advisors,  Los  Angeles,  CA 

Domestic  and  International  Venture  Capital  and  Special  Equity  Partnerships 

Advent  Intemational,  Boston,  MA 

APAX  Partners  &  Co.,  London 

Apollo  Investment  Fund,  New  York,  NY 

Belmont  Capital  Partners  n  Fund,  Boston,  MA 

Beta  Partners,  New  York,  NY 

The  Blackstone  Group,  New  York,  NY 

Wm.  Blair  Mezzanine  Capital  Management,  Chicago,  IL 

Boston  Ventures  Management,  Inc.,  Boston,  MA 

Capital  Resource  Lenders,  Boston,  MA 

Citicorp  Venture  Capital,  London 

Commonwealth  Bioventures,  Inc.,  Worcester,  MA 

Commonwealth  Capital  Partners,  WeUesley,  MA 

The  Crossroads  Group,  Hartford,  CT 

Davis  Ventures  Partners,  Tulsa,  OK 

Dominion  Ventures,  San  Francisco,  CA 

Donaldson,  Lufkin  &  Jenrette  Merchant  Banking  Part.,  New  York,  NY 
1818  Fund,  Brown  Brothers  Harriman  &  Co.,  New  York,  NY 
Equitable  Capital  Management  Corp.,  New  York,  NY 
Essex  Woodlands  Health  Ventures,  Chicago,  IL 
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Domestic  and  Intmiatioiml  Vmture  Capital  at^d  Special  Equity  Paifiierships 
(Cmitimied) 

First  Reserve  Corporation,  Greenwich,  CT 

Forstmann  Little  &  Co.,  New  York,  NY 

Freeman  Spogli  Equit)'  Partners,  Los  Angeles,  CA 

Frontenac  Company,  Chicago,  IL 

Colder,  Thoma,  Cressey,  Chicago,  IL 

Colder,  Thoma,  Cressev'  and  Rauner,  Chicago,  IL 

GTCR  Fund,  Chicago,  IL 

Hancock  Venture  Capital  Management,  Inc.,  Boston,  MA 
Hellman  &  Friedman  Capital  Partners,  Los  Angeles,  CA 
Joseph  Littlejohn  &  Le\y  Fund,  New  York,  MA 
Kelso  &  Company,  LP,  New  York,  NY 
Kohlberg,  Kra\is  Roberts  and  Co.,  New  York,  NY 
Landmark  Equit\'  Partners,  New  York,  NY 
Madison  Group,  LP,  VVestport,  CT 

Massachusetts  Technolog}'  De\'elopment  Corp.,  Boston,  MA 

Media  Communications,  Boston,  MA 

Menlo  Ventures,  Menlo  Pcirk,  CA 
,  MFA/MASTERS,  Boston,  MA 
^^organ  Holland  Partners,  Boston,  MA 

Narragansett,  Pro\idence,  RI 

Nash,  Sells  &  Partners,  Ltd.,  London 

New  Enterprise  Associates,  Baltimore,  MD 

Oaktree  Capital  management,  LLC,  Los  Angeles,  CA 

Oh-mpus  Growth  Fund,  Stamford,  CT 

Prudential,  New  York,  NY 

Schroder  Ventures,  London 

Smith  Offshore  Exploration  Co.,  Houston,  TX 

Southern  California  Ventures,  Sherman  Oaks,  CA 

Spectmm  Equitv'  Partners,  Boston,  MA 

TA  Associates,  Boston,  MA 

Texas  Pacific  Group,  Fort  Worth,  TX/Siin  Francisco,  CA 

Thoma  Cressey  Fund,  Chicago,  IL 

Thomas  H.  Lee  Equit\'  Partners,  LP,  Boston,  MA 

VantagePoint  Communications  Partners,  San  Bruno,  CA 

Venture  Capital  Fund  of  Nev\'  England,  Boston,  MA 

Vestar  Capital  Partners,  New  York,  NY 

Vista  Partners,  New  Canaan,  CT 

Welsh  Carson  Anderson  &  Stowe,  New  York,  NY 

Willis  Stein,  Chicago,  IL 
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External  Advisors 


The  PRIM  Board  retains  independent,  outside  ad\Tsors  to  assist  in  allocating  the  Fund's 
assets,  monitoring  current  investments,  evaluating  new  opportunities,  and  operating  the  Fund. 
The  PRIM  Board's  current  external  advisors  are: 


Fund  Advisors: 

Private  Market 

Pathw^ay  Capital  Management,  Irvine,  CA 
Real  Estate 

The  Townsend  Group,  Cleveland,  OH 

Morris  and  Morse  Company,  Inc.,  Boston,  MA 
General  Investments/Strategij 

Wilshire  Associates,  Inc.,  Santa  Monica,  CA 

Independent  Auditors: 

Pricew^aterhouseCoopers,  LLP,  Boston,  MA 

Outside  Counsel: 

Goodwin,  Procter  &  Hoar,  Boston,  MA 

Mintz,  Levin,  Cohn,  Ferris,  Glovsky  &  Popeo,  P.C, 
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Chapter  32,  Section  22(8)  of  the  Massachusetts  General  Laws  establishes 
the  PRIT  Fund.  The  Fund  is  administered  by  the  PRIM  Board,  which  is 
established  under  Chapter  32,  Section  23(2A)  of  the  Massachusetts 
General  Laws.  In  addition,  the  Board  oversees  the  Fund  under  the  terms 
of  its  operating  trust  dated  September  16, 1996. 

The  PRIM  Board  is  an  authority  of  the  Commonwealth  of  Massachusetts. 
Its  offices  are  located  in  Boston,  Massachusetts. 

All  correspondence  may  be  directed  to: 

Pension  Reserves  Investment  Management  Board 
125  Summei'  Street,  W'  Floor 
Boston,  MA  02110 

Telephone:  (617)  946-8415 
Facsimile:  (617)  946-8475 
Internet:  http://www.mapension.com 
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Pricb/VaTerhous^pers 


PricewaterhouseCoopers  LLP 

One  Post  Office  Square 
Boston  MA  02109 
Telephone  (617)478  5000 
Facsimile   (617)478  5900 


REPORT  OF  INDEPENDENT  ACCOUNTANTS 


To  the  Pension  Reserves  Investment  Management  Board 
and  Participating  and  Purchasing  Systems  and  Segmented 
Investors  of  The  Pension  Reserves  Investment  Trust  Fund: 

In  our  opinion,  the  accompanying  statement  of  assets  and  liabiHties,  including  the  schedule  of 
investments,  and  the  related  statement  of  operations  and  of  changes  in  net  assets  present  fairly,  in  all 
material  respects,  the  financial  position  of  Pension  Reserves  Investment  Trust  Fund  at  June  30,  1998, 
and  the  results  of  its  operations  and  the  changes  in  its  net  assets  for  the  year  ended  June  30,  1998,  in 
conformity  with  generally  accepted  accounting  principles.  These  financial  statements  are  the 
responsibility  of  the  Fund's  management;  our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit.  We  conducted  our  audit  of  these  financial  statements  in  accordance  with 
generally  accepted  auditing  standards  which  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material  misstatement.  An  audit 
includes  examining  on  a  test  basis,  evidence  supporting  the  amounts  and  disclosures  in  the  financial 
statements,  assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  and 
evaluating  the  overall  financial  statement  presentation.  We  believe  that  our  audit  which  included 
confirmation  of  securities  at  June  30,  1998  by  correspondence  with  the  custodian  and  brokers,  provide  a 
reasonable  basis  for  the  opinion  expressed  above. 


September  5,  1998 


PENSION  RESERVES  INVESTMENT  TRUST  FUND 


STATEMENTS  OF  ASSETS  AND  LIABILITIES 


June  30.  1998 
(with  comparative  totals  for  June  30,  1997) 


 isas  

Capital  1997 
ASSETS  Fund  Cash  Fund  iQtal  Ifitai 


Investments  at  fair  value  (Note  2): 


Domestic  equities 

$  11.771.083,480 

S  11,771,083.480 

S  10.225,252.746 

Domestic  fixed-income  investments 

2.629.537.310 

2,629.537.310 

1.713.443.458 

U  S  government  agency  and  treasury  obligations 

3,080,783.554 

3,080,783,554 

2.563.505.145 

Money  rnlaiket  investments 

961.701.643 

$  22.386.306 

984,087.949 

802.286.892 

Real  estate,  net  of  reserve  (Note  2) 

946,675,749 

946.675,749 

753.996,401 

Alternative  investments 

997,051,630 

997.051,630 

786,562.110 

International  equities 

3,697,604.001 

3.697.604.001 

3,125,027,496 

Internatronal  fixed-income 

272.863,360 

272.863,360 

360.984.631 

Total  investments 

24,357,300,727 

22,386.306 

24.379.687,033 

20.331.058.879 

Cash 

Dividends  and  interest  receivable 
Receivable  for  investments  sold 

Unrealized  appreciation  on  forward  foreign  currency  contracts 
Margin  vanation  receivable 
Other  assets 


23.310.134 
98.824,538 
347,707,694 
1,561,555 
489,375 
294,291 


155,206 


23,310,134 
98,979,744 
347,707,694 
1,561,555 
489.375 
294.291 


65.937.664 
79.599.903 
96.897.745 
30.869.403 


Total  assets 


24.829.488.314 


22.541.512 


24.852.029.826 


20.604.363.594 


LIABILITIES 


Payable  for  investments  purchased 

Management  fees  payable  to  PRIM  (Note  3) 

Unrealized  depreciation  on  forvi/ard  foreign  currency  contracts 

Margin  vanation  payable 

Other  liabilities 


876.537.499 
19,777.963 
2,748.929 
164.081 
99.445 


876.537.499 
19.777.963 
2.748,929 
164.081 
99.445 


435,139,541 
17,674,107 
39.270,092 
761,525 
645.351 


Totalliabilities                                                                          899.327.917                                      899,327.917  493.490.616 
Commitments  and  contingencies  (Note  5)         


Total  net  assets  $    23,930,160,397  $  22.541.512  $    23,952.701  909  S  20.110.872.978 
Net  Assets 

Net  assets  consists  of 

Fund  units  12.022.604.809         18.389.155  12.040.993.964  11.681.153.428 

Undistributed  net  investment  income  1.316.902.264          4.152.357  1.321.054.621  666.840.113 

Undistributed  net  realized  capital  gams  (losses)  6.549.780.210  6.549.780.210  5.208.980.420 

Net  unrealized  appreciation  (depreciation)  on  investments  4.040,873.114   -   4.040.873.114  2.553.899.017 

Total  net  assets  $    23.930.160.397  S  22.541.512  $    23.952.701.909  $  20.110.872.978 

Investments  at  cost  $   20.315.240.239  $  22.386.306  $   20.337.626.545  $  17.768.210.844 


The  accompanying  notes  are  an  integral  part  of  the  rmancial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS 

1.  Description  of  the  Pension  Reserves  Investment  Trust  Fund: 
General 

The  Pension  Reserves  Investment  Trust  Fund  ("PRIT")  was  created  in  1983  by  The 
Commonwealth  of  Massachusetts  through  legislation  (Chapter  661  of  the  Acts  of  1983,  as 
amended  by  Chapter  697  of  the  Acts  of  1987)  and  is  the  investment  portfolio  for  the  assets  of 
member  state  and  local  retirement  systems.  The  Pension  Reserves  Investment  Management 
Board  (the  "PRIM  Board")  was  created  by  the  same  legislation  to  manage  PRIT.  As  of  June  30, 
1998,  the  PRIM  Board  consists  of  the  following  nine  members:  (1)  the  Governor,  ex  officio,  or 
his  designee;  (2)  the  State  Treasurer,  ex  officio,  or  his  designee  who  serves  as  Chairman  of  the 
Board;  (3)  a  private  citizen  experienced  in  the  field  of  financial  management  appointed  by  the 
State  Treasurer;  (4)  an  employee  or  retiree  who  is  a  member  of  the  State  Teachers'  Retirement 
System  elected  by  the  members  of  such  system  for  a  term  of  three  years;  (5)  an  employee  or 
retiree  who  is  a  member  of  the  State  Retirement  System  elected  by  the  members  of  such  system 
for  a  term  of  three  years;  (6)  one  of  the  elected  members  of  the  State  Retirement  Board;  (7)  one 
of  the  elected  members  of  the  Teachers  Retirement  Board  chosen  by  the  members  of  the 
Teachers  Retirement  Board;  (8)  a  person  who  is  not  an  employee  or  official  of  the 
Commonwealth  appointed  by  the  Governor;  and  (9)  a  representative  of  a  public  safety  union 
appointed  by  the  Governor.  Appointed  members  serve  for  a  term  of  four  years. 

On  August  9,  1996,  the  Governor  signed  into  law  Chapter  315  of  the  Acts  of  1996.  This  law 
became  effective  November  7,  1996  and  merged  the  two  state  pension  funds  —  Massachusetts 
State  Teachers'  and  Employees'  Retirement  Systems  Trust  ("MASTERS  Trust")  and  PRIT.  The 
transfer  of  assets  of  $9,438,810,038  from  MASTERS  Trust  to  PRIT  was  effective  January  1, 

1997.  Upon  completion  of  the  merger  each  unit  holder  of  the  MASTERS  Trust  became  the 
owner  of  full  and  fractional  PRIT  units  equal  in  aggregate  net  asset  value  to  the  MASTERS  Trust 
as  of  December  31,  1996.  Under  the  legislation,  both  funds  are  managed  by  the  PRIM  Board. 

Systems  joining  PRIT  have  the  option  of  being  Participating  or  Purchasing  Systems.  The 
Participating  Systems  include  the  State  Employees'  and  the  State  Teachers'  Retirement  Systems. 
The  remaining  Participating  and  Purchasing  Systems  are  the  retirement  systems  of 
Massachusetts  authorities,  counties,  cities  and  towns.  Participating  Systems,  other  than  the  State 
Employees'  and  State  Teachers'  Retirement  Systems,  must  transfer  all  of  their  retirement  system 
assets  to  PRIT  and  commit  to  remain  invested  for  five  years.  Purchasing  Systems  may  allocate  a 
certain  amount  of  their  assets  to  the  Fund,  thus  retaining  the  ability  to  contribute  and  withdraw 
funds  at  their  discretion.  Purchasing  Systems  and  Participating  Systems  share  in  the  investment 
earnings  of  PRIT  based  on  their  proportionate  share  of  net  assets  (see  Note  2).  As  of  June  30, 

1998,  there  were  15  Participating  Systems  and  14  Purchasing  Systems. 


Continued 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 

Investment  Funds 

PRIT  consists  of  two  investment  flinds,  the  "Capital  Fund"  and  the  "Cash  Fund".  Each  of  these 
funds  is  separately  held,  managed  and  accounted  for.  The  Capital  Fund  serves  as  the  long-term 
asset  portfolio  and  consists  of  the  following  eight  accounts  at  June  30,  1998:  General  Allocation 
Account  (the  investments  in  which  may  consist  in  whole  or  in  part  of  units  of  the  other  accounts, 
except  the  State  Employees'  and  Teachers'  Separate  Account),  Domestic  Equity  Account,  Fixed 
Income  Account,  International  Equity  Account,  Emerging  Markets  Account,  Core  Real  Estate 
Account,  Alternative  Investment  Account,  and  the  State  Employees'  and  Teachers'  Separate 
Account. 

Chapter  84  of  the  Acts  of  1996  explicitly  confirms  retirement  boards'  authority  to  purchase  units 
in  the  separate  investment  accounts  of  the  PRIT  Funds  as  an  alternative  to  investing  in  the 
aggregate  Fund.  This  investment  option,  also  referred  to  as  "Segmentation",  was  established  by 
amendment  to  the  Operating  Trust  in  1 994  in  response  to  requests  from  Massachusetts  retirement 
boards  wishing  to  invest  in  separate  asset  classes  of  the  PRIT  Fund.  Retirement  systems  may 
invest  in  one  or  more  of  the  following  accounts:  Domestic  Equity,  International  Equity, 
Emerging  Markets,  Fixed  Income,  Core  Real  Estate,  and  Alternative  Investments  "Vintage  Year" 
(commitments  made  by  the  PRIM  Board  during  that  year).  At  June  30,  1998,  there  were  six 
segmented  investors  totaling  $46.4  million  in  one  or  more  of  the  separate  accounts  of  the  PRIT 
Fund:  tliree  investors  (totaling  $4.3  million)  in  PRIT's  Core  Real  Estate  Account;  two  investors 
(totaling  $21.4  million)  in  PRIT's  Fixed  Income  Account;  two  investors  (totaling  $3.2  million)  in 
PRIT's  International  Equity  Account,  and  one  investor  (with  $17.5  million)  in  PRIT's  Domestic 
Equity  Account. 

The  State  Employees'  and  Teachers'  Separate  Account  (for  financial  statement  presentation 
purposes  is  included  with  the  other  Accounts  of  PRIT's  Capital  Fund)  consists  of  PRIT's 
investment  in  the  Massachusetts  Technology  Development  Corporation  (MTDC)  and  money 
market  investment.  The  total  net  asset  value  of  this  account  was  $1,287,104  at  June  30,  1998. 

The  Cash  Fund  consists  of  short-term  investments  which  are  used  to  meet  the  liquidity 
requirements  of  Participating  and  Purchasing  Systems.  For  financial  statement  presentation 
purposes,  the  cash  portfolios  used  by  the  State  Teachers'  Retirement  System  and  the  State 
Employees'  Retirement  System  have  been  reported  with  the  Cash  Fund.  The  cash  portfolios 
included  undistributed  net  investment  income  at  June  30,  1997  of  $1,278,880.  These  two  cash 
portfolios  receive  daily  deposits  from  various  governmental  employers  that  are  members  of  the 
state  teachers'  and  employees'  retirement  systems  and  are  the  source  for  those  systems  for 
benefit  payments  and  operating  expenses.  The  investments  in  these  portfolios  are  money  market 
investments  and  amounted  to  $20,324,841  at  June  30,  1998. 
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Summary  of  Significant  Accounting  Policies: 
Valuation  of  Investments 

Security  transactions  are  recorded  on  the  trade  date  of  the  securities  purchased  or  sold.  The  cost 
of  a  security  is  the  purchase  price  or,  in  the  case  of  assets  transferred  to  PRIT  by  a  member 
system,  the  market  value  of  the  securities  on  the  transfer  date. 

Investments  are  presented  at  fair  value.  Investments  in  bonds  and  U.S.  government  agency  and 
treasury  obligations  are  valued  by  an  independent  pricing  service.  In  determining  the  price,  the 
service  reflects  such  factors  as  security  prices,  yields,  maturities  and  ratings,  supplemented  by 
dealer  quotations.  Money  market  and  other  short-term  investments,  both  domestic  and 
international,  are  recorded  using  the  amortized  cost  method,  which  approximates  market  value. 
Domestic  and  international  investments  in  equity  securities  traded  on  national  securities 
exchanges  are  valued  at  the  last  sale  price  or,  if  no  sale  price  is  available,  at  the  closing  bid  price. 
Securities  traded  on  any  other  exchange  are  valued  in  the  same  manner  or,  if  not  so  traded,  on  the 
basis  of  closing  over-the-counter  bid  prices.  If  no  bid  price  exists,  valuation  is  determined  either 
by  taking  the  mean  between  the  most  recent  published  bid  and  asked  prices,  or  by  averaging 
quotations  obtained  by  the  custodian  bank  from  dealers,  brokers  or  investment  bankers  under  the 
general  supervision  of  the  PRIM  Board.  Securities  for  which  such  valuations  are  unavailable  are 
reported  at  their  fair  value  as  determined  in  good  faith  by  the  investment  managers  responsible 
for  such  investments  under  the  general  supervision  of  the  PRIM  Board. 

Investments  in  real  estate  consists  principally  of  Core  Property  investments  which  are  wholly- 
owned  properties  and  Commingled  Fund  investments.  Investments  in  real  estate  are  valued  as 
determined  in  good  faith  under  consistently  applied  procedures  under  the  general  supervision  of 
the  PRIM  Board,  with  input  from  the  real  estate  managers  and  other  advisers.  PRIM's  separate 
account  Core  real  estate  properties  owned  for  at  least  one  year  were  independently  appraised  as 
of  March  31,  1998.  Beginning  for  the  quarter  ending  December  31,  1998,  PRIM  will  have 
approximately  25%  of  its  core  real  estate  portfolio  independently  appraised  as  of  the  end  of  each 
quarter.  Between  appraisals,  Core  Property  Managers  are  required  to  review  the  values  of  all 
properties  on  a  quarterly  basis.  The  investments  in  real  estate  at  value  amounted  to 
$946,675,749  and  $753,996,401  at  June  30,  1998  and  1997,  respectively.  Investments  in  real 
estate  at  value  are  net  of  a  valuation  reserve  amounting  to  approximately  $1 1 ,946,000  at  June  30, 
1998  and  1997,  respectively. 

Alternative  investments  are  typically  made  through  limited  partnerships  that,  in  turn,  invest  in 
venture  capital,  leveraged  buyouts,  private  placements  and  other  investments  where  the  structure, 
risk  profile  and  return  potential  differ  from  traditional  equity  and  fixed  income  investments. 
These  investments  are  at  estimated  fair  values  as  determined  in  good  faith  under  consistently 
applied  procedures  under  the  general  supervision  of  the  PRIM  Board  with  input  from  the 
alternative  investment  managers  and  other  advisors.  The  investments  in  alternative  investments 
at  value  amounted  to  $997,051,630  and  $786,562,1 10  at  June  30,  1998  and  1997,  respectively. 


Continued 


PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 

Concentrations  of  credit  risk  exist  if  a  number  of  companies  in  which  PRIT  has  invested  are 
engaged  in  similar  activities  and  have  similar  economic  characteristics  that  could  cause  their 
ability  to  meet  contractual  obligations  to  be  similarly  affected  by  changes  in  economic  or  other 
conditions.  To  mitigate  its  exposure  to  concentrations  of  credit  risk,  PRIT  invests  in  a  variety  of 
industries  located  in  diverse  geographic  areas. 

Income 

'  Dividend  income  is  recorded  on  the  ex-dividend  date  and  interest  income  is  accrued  as  earned. 
For  the  year  ended  June  30,  1998,  foreign  taxes  withheld  of  $6,893,580  and  $3,952,793  have 
been  netted  against  dividend  income  and  interest  income,  respectively,  in  the  Capital  Fund  in  the 
Statement  of  Operations.  Investment  income  on  real  estate  and  alternative  investments  is 
recorded  on  the  cash  distribution  basis. 

Realized  Gains  and  Losses 

Gains  and  losses  from  sales  of  investments  are  calculated  on  the  average  cost  method.  Realized 
gains  for  the  year  ended  June  30,  1 998  and  1 997  include  gains  of  $  1 2,94 1 ,440  and  $769, 1 50, 1 85, 
respectively,  representing  the  excess  of  market  value  over  cost,  at  the  date  of  transfer,  of  assets 
transferred  from  investment  managers  terminated  by  the  PRIM  Board  to  the  remaining 
investment  managers. 

Fonvard  Foreign  Currency  Contracts 

A  forward  foreign  currency  contract  is  an  agreement  between  two  parties  to  buy  or  sell  a 
currency  at  a  set  price  on  a  future  date.  PRIT  enters  into  forward  currency  contracts  to  hedge  its 
exposure  to  changes  in  foreign  currency  exchange  rates  on  its  foreign  portfolio  holdings.  The 
market  value  of  the  contract  will  fluctuate  with  changes  in  currency  exchange  rates.  The  contract 
is  marked-to-market  daily  and  the  change  in  market  value  is  recorded  by  the  fund  as  an 
unrealized  gain  or  loss.  When  the  contract  is  closed,  the  fund  records  a  realized  gain  or  loss 
equal  to  the  difference  between  the  value  of  the  contract  at  the  time  it  was  opened  and  the  value 
at  the  time  it  was  closed.  The  maximum  potential  loss  from  such  contracts  is  the  aggregate  face 
value  in  U.S.  dollars  at  the  time  the  contract  was  opened. 

Futures 

PRIT  may  purchase  and  sell  financial  futures  contracts  to  hedge  against  changes  in  the  values  of 
securities  the  fund  owns  or  expects  to  purchase. 

A  futures  contract  is  an  agreement  between  two  parties  to  buy  or  sell  units  of  a  particular  index 
or  a  certain  amount  of  a  U.S.  government  security  at  a  set  price  on  a  future  date. 

Upon  entering  into  such  a  contract,  PRIT  is  required  to  pledge  to  the  broker  an  amount  of  cash  or 
securities  equal  to  the  minimum  "initial  margin"  requirements  of  the  futures.  Pursuant  to  the 
contract,  PRIT  agrees  to  receive  from  or  pay  to  the  broker  an  amount  of  cash  equal  to  the  daily 
fluctuation  in  value  of  the  contract.  Such  receipts  or  payments  are  known  as  "variation  margin" 
and  are  recorded  by  PRIT  as  unrealized  gains  or  losses.   When  the  contract  is  closed,  PRIT 
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records  a  realized  gain  or  loss  equal  to  the  difference  between  the  value  of  the  contract  at  the 
time  it  was  opened  and  the  value  at  the  time  it  was  closed. 

The  potential  risk  to  PRIT  is  that  the  change  in  value  of  futures  contracts  primarily  corresponds 
with  the  value  of  underlying  instruments  which  may  not  correspond  to  the  change  in  value  of  the 
hedged  instruments.  In  addition,  there  is  a  risk  that  PRIT  may  not  be  able  to  close  out  its  futures 
positions  due  to  an  illiquid  secondary  market.  Risks  may  arise  from  the  potential  inability  of  a 
counterparty  to  meet  the  terms  of  a  contract  and  from  unanticipated  movements  in  the  value  of  a 
foreign  currency  relative  to  the  U.S.  dollar. 

Options 

An  option  contract  is  a  contract  in  which  the  writer  of  the  option  grants  the  buyer  of  the  option 
the  right  to  purchase  from  (call  option),  or  sell  to  (put  option),  the  writer  a  designated  instrument 
at  a  specified  price  within  a  specified  period  of  time.  Certain  options,  including  options  on 
indices,  will  require  cash  settlement  by  PRIT  if  the  option  is  assigned. 

If  PRIT  writes  an  option  and  the  option  expires  unassigned,  PRIT  will  realize  income,  in  the 
form  of  a  realized  gain,  to  the  extent  of  the  amount  received  for  the  option  (the  "premium").  If 
PRIT  elects  to  close  out  the  option  it  would  recognize  a  gain  or  loss  based  on  the  difference 
between  the  cost  of  closing  the  option  and  the  initial  premium  received.  If  PRIT  purchased  an 
option  and  allows  the  option  to  expire,  it  would  realize  a  loss  to  the  extent  of  the  premium  paid. 
If  PRIT  elects  to  close  out  the  option,  it  would  recognize  a  gain  or  loss  equal  to  the  difference 
between  the  cost  of  acquiring  the  option,  and  the  amount  realized  upon  the  sale  of  the  option. 

The  gain  or  loss  recognized  by  PRIT  upon  the  assignment  of  a  written  call  or  the  exercise  of  a 
purchased  put  option  is  adjusted  for  the  amount  of  option  premium.  If  a  written  put  is  assigned, 
PRIT's  cost  basis  of  the  acquired  security  or  currency  would  be  the  cost  of  the  security  adjusted 
for  the  amount  of  the  option  premium. 

The  liability  representing  PRIT's  obligation  under  an  exchange  traded  written  option  or 
investment  in  a  purchased  option  is  valued  at  the  last  sale  price  or,  in  the  absence  of  a  sale,  the 
mean  between  the  closing  bid  and  asked  price  or  at  the  most  recent  asked  price  (bid  for 
purchased  options)  if  no  bid  and  asked  prices  are  available.  Over-the-counter  written  or 
purchased  options  are  valued  using  dealer  supplied  quotations. 

When  PRIT  writes  a  covered  call  option,  PRIT  foregoes,  in  exchange  for  the  premium,  the 
opportunity  to  profit  during  the  option  period  from  an  increase  in  the  market  value  of  the 
underlying  security  or  currency  above  the  exercise  price.  When  PRIT  writes  a  put  option  it 
accepts  the  risk  of  a  decline  in  the  market  value  of  the  underlying  security  or  currency  below  the 
exercise  price.  Over-the-counter  options  have  the  risk  of  the  potential  inability  of  counterparties 
to  meet  the  terms  of  their  contracts.  PRIT's  maximum  exposure  to  purchased  options  is  limited 
to  the  premium  initially  paid.  In  addition,  certain  risks  may  arise  upon  entering  into  option 
contracts  including  the  risk  that  an  illiquid  secondary  market  will  limit  PRIT's  ability  to  close  out 
an  option  contract  prior  to  the  expiration  date  and,  that  a  change  in  the  value  of  the  option 
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contract  may  not  correlate  exactly  with  changes  in  the  value  of  the  securities  or  currencies 
hedged. 

Foreign  Currency  Translation 

The  accounting  records  of  PRIT  are  maintained  in  U.S.  dollars.  Investment  securities  and  other 
assets  and  liabilities  denominated  in  a  foreign  currency  are  translated  into  U.S.  dollars  at  the 
prevailing  rates  of  exchange  at  period  end.  Purchases  and  sales  of  securities,  income  receipts, 
and  expense  payments  are  translated  into  U.S.  dollars  at  the  prevailing  exchange  rate  on  the 
respective  dates  of  the  transactions. 

Net  realized  gains  and  losses  on  foreign  currency  transactions  represent  principally  net  gains  and 
losses  from  sales  and  maturities  of  forward  currency  contracts,  disposition  of  foreign  currencies, 
currency  gains  and  losses  realized  between  the  trade  and  settlement  dates  on  securities 
transactions. 

Unrealized  net  currency  gains  and  losses  from  valuing  foreign  currency-denominated  assets  and 
liabilities  and  foreign  equity  securities  at  period-end  exchange  rates  are  reflected  as  a  component 
of  net  unrealized  appreciation  (depreciation)  on  investments.  For  financial  reporting  purposes,  it 
is  not  practicable  to  isolate  that  portion  of  the  results  of  operations  arising  as  a  result  of  changes 
in  foreign  exchange  rates  from  the  fluctuations  arising  from  changes  in  the  market  price  of 
securities  during  the  period. 

Capital  Fund 

Capital  Fund  -  General  Allocation  Account 

On  payment  by  a  Participating  or  Purchasing  System  in  cash  or  in  kind  into  the  PRIT  Fund 
of  an  amount  equal  to  the  total  value  of  units  to  be  issued,  the  Trustees  issue  such  system 
units  of  participation.  The  value  of  the  Account  units  is  determined  by  dividing  the  value  of 
the  net  assets  of  the  Capital  Fund  -  General  Allocation  Account  by  the  number  of  units 
outstanding  for  the  Account  at  the  month-end  valuation  date. 

The  State  Teachers'  Retirement  System  and  the  State  Employees'  Retirement  System 
account  for  the  ownership  of  49%  and  48%,  respectively,  of  the  General  Allocation 
Account's  total  units  outstanding  at  June  30,  1998. 

Net  investment  income,  realized  and  unrealized  gains  (losses)  are  added  to,  or  subtracted  from, 
the  value  of  the  Capital  Fund  or  the  individual  accounts  and  are  not  reinvested  in  the  Capital 
Fund  or  the  individual  accounts.  Thus,  the  unit  price  fluctuates  with  performance  of  the  Fund  or 
Account  while  the  number  of  units  change  generally  only  when  a  system  makes  a  purchase  or  a 
redemption. 

Cash  Fund 

The  Cash  Fund  units  are  priced  in  a  manner  identical  to  the  Capital  Fund.  The  price  of  the  Casn 
Fund  units  is  determined  by  dividing  the  value  of  the  net  assets  of  the  Cash  Fund  by  the  number 
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of  units  outstanding.  Cash  Fund  earnings  are  not  reinvested  in  the  Cash  Fund  but  rather  are 
added  to  the  value  of  the  Cash  Fund.  As  a  result,  the  Cash  Fund  unit  price  v^ill  fluctuate  with  the 
performance  of  the  Cash  Fund. 

Use  of  Estimates  in  the  Preparation  of  Financial  Statements 

The  preparation  of  financial  statements  in  conformity  with  generally  accepted  accounting 
principles  requires  management  to  make  estimates  and  assumptions  that  affect  the  reported 
amounts  of  assets  and  liabilities  and  disclosure  of  contingent  assets  and  liabilities  at  the  date  of 
the  financial  statements  and  the  reported  amounts  of  revenues  and  expenses  during  the  reporting 
period.  Actual  results  could  differ  from  those  estimates. 

Comparative  Financial  Information 

The  financial  statements  include  certain  prior-year  summarized  comparative  information  in  total 
but  not  by  Capital  Fund  and  Cash  Fund  classification.  Such  information  does  not  include 
sufficient  detail  to  constitute  a  presentation  in  conformity  with  generally  accepted  accounting 
principles.  Accordingly,  such  information  should  be  read  in  conjunction  with  PRIT's  audited 
financial  statements  for  the  year  ended  June  30,  1997,  from  which  the  summarized  information 
was  derived. 


3.   Management  Fees: 

In  accordance  with  the  PRIM  Board's  operating  trust,  all  expenses  incurred  by  the  PRIM  Board  in 
managing  PRIT  are  charged  to  PRIT  in  the  form  of  management  fees.  These  expenses  consist  of 
investment  manager,  advisor)',  custodian  and  other  professional  fees,  salaries  and  other  operating 
expenses  of  the  PRIM  Board. 

Investment  Managers 

Investment  management  fees  are  paid  to  all  of  the  PRIM  Board's  discretionary  managers 
pursuant  to  written  contracts.  The  fees  are  calculated  and  paid  on  a  quarterly  basis. 

In  most  cases,  equity  managers  are  paid  a  base  fee  plus  a  "performance  fee"  component. 
Performance  fees  are  paid  to  investment  managers  that  outperform  a  contractual  benchmark 
during  the  manager's  measurement  period.  This  measurement  period  is  one  year  from  the  date  of 
the  manager's  investment  management  agreement.  Investment  manager  performance  fees  are 
accrued  through  the  anniversary  date  of  the  contract.  In  addition,  investment  manager 
performance  fees  for  the  years  ended  June  30,  1998  and  1997  include  estimated  accruals  of 
$7,337,610  and  $3,862,469,  respectively,  which  represents  estimated  performance  fees  based  on 
the  investment  manager's  out  performance  of  the  benchmarks  for  a  period  less  than  a  fiill  year, 
specifically  from  the  anniversarv'  date  of  the  investment  management  agreement  to  the  respective 
fiscal  year  ends.  Without  the  recognition  of  these  additional  accruals,  investment  manager 
performance  fees  and  total  expenses  for  1998  would  have  been  $15,238,964  and  $39,996,573, 
respectively,  and  for  1997  would  have  been  $7,444,831  and  $25,946,308,  respectively. 
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Alternative  investment  and  real  estate  management  fees  are  structured  differently.  The  separate 
account  real  estate  relationships  which  the  PRIM  Board  has  negotiated  are  typified  by  a  base  fee 
during  the  holding  period  of  the  investment,  with  a  performance  fee  component  that  may  be 
payable  when  the  original  investment  is  sold  or  the  relationship  is  terminated.  Commingled  real 
estate  funds  generally  charge  fees  that  are  based  on  net  asset  value.  Fees  for  alternative 
investments  are  typically  a  percentage  of  committed  capital  with  the  fee  percentage  decreasing 
over  time. 

Most  investment  management  fees  for  alternative  investments  and  real  estate  are  charged  by  the 
general  partners  to  the  investment  partnerships  and  not  to  the  limited  partner  investors  directly. 
Therefore,  these  partnerships  incur  the  expense,  pay  the  fee  and  report  income  to  the  limited 
partners  net  of  those  investment  management  fees.  Management  fees  charged  at  the  partnership 
level  amounted  to  $15,296,312  and  $13,910,942  for  the  years  ended  June  30,  1998  and  1997, 
respectively.  Some  of  these  partnerships  charge  the  fees  directly  to  PRIT,  as  a  limited  partner 
investor  and  such  fees  are  included  in  the  Statement  of  Operations. 

Investment  Advisors 

Wilshire  Associates,  Inc.,  The  Townsend  Group,  and  Pathway  Capital  Management  LLC  serve 
as  the  Board's  principal  pension  investment  advisors.  These  consultants  provide  the  PRIM 
Board  with  comprehensive  pension  investment  advisory  services,  including  recommendations  on 
asset  allocations,  selection  of  investment  managers,  and  the  measurement  of  external  and  internal 
performance  of  PRIT  and  the  individual  investment  managers. 

As  compensation  for  their  services,  consultants  received  fees  aggregating  approximately 
$1,156,000  and  $1,084,000  for  the  years  ended  June  30,  1998  and  1997,  respectively. 

Custodian 

State  Street  Bank  (State  Street)  is  the  PRIT  investment  custodian  and  recordkeeper.  State  Street 
records  all  daily  transactions  for  PRIT,  including  investment  sales  and  purchases,  investment 
income,  expenses  incurred  by  PRIT  and  all  fund  unit  activity  for  the  PRIT  member  systems. 
State  Street  also  provides  portfolio  performance  analysis.  The  PRIM  Board's  contract  with  State 
Street  extends  until  June  30,  1999.  State  Street's  compensation,  based  on  a  flat  fee,  amounted  to 
$704,000  and  $565,500  for  the  years  ended  June  30,  1998  and  1997,  respectively. 

Other  Fees 

The  remaining  management  fees,  approximately  $2,007,500  and  $1,909,000  for  the  years  ended 
June  30,  1998  and  1997,  respectively,  were  reimbursements  and  accruals  of  the  PRIM  Board's 
operating  expenses,  including  employee  compensation,  professional  fees  and  occupancy  costs. 


Continued 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 

4.  Purchases  and  Sales  of  Investments: 

During  the  year  ended  June  30,  1998,  the  approximate  cost  of  investments  purchased  and  the 
proceeds  from  investments  sold,  excluding  short-term  investments,  were  approximately 
$19,238,000,000  and  $18,112,000,000,  respectively.  During  the  year  ended  June  30,  1997,  the 
cost  of  investments  purchased  and  the  proceeds  from  investments  sold,  excluding  short-term 
investments,  were  approximately  $25,000,000,000  and  $23,167,000,000,  respective 

6.  Commitments  and  Contingencies: 

As  of  June  30,  1998  PRIT  had  outstanding  commitments  to  invest  $483,733,000  in  real  estate  and 
$829,807,000  in  alternative  investments.  The  fair  value  of  the  commitments  approximate  their 
stated  value. 


6.   Security  Lending  Program: 

PRIT  participates  in  a  third  party  security  lending  program.  Prior  to  January  1,  1997  PRIT's 
security  lending  program  was  with  State  Street  as  the  lending  agent.  Under  this  program  PRIT 
received  a  fee,  net  of  borrower  rebates  and  management  fees,  for  allowing  brokerage  firms  to 
borrow  from  PRIT  certain  securities  for  a  predetermined  period  of  time  securing  such  loans  with 
required  levels  of  collateral.  The  fiscal  year  1997  financial  statements  present  the  fees  under  this 
program  and  the  related  borrower  rebates  and  management  fees  separately. 

On  January  1,  1997,  PRIT  changed  its  lending  agent  to  Goldman  Sachs  &  Co.  ("Goldman"). 
Under  this  program,  PRIT  receives  a  fixed  fee  for  allowing  brokerage  firms  to  borrow  from  PRIT 
certain  securities  for  a  predetermined  period  of  time,  securing  such  loans  with  cash  or  collateral 
typically  equaling  102%  of  the  market  value  of  the  security  borrowed  on  domestic  securities  and 
105%  on  international  securities.  All  collateral  (U.S.  Treasury  securities)  is  held  by  State  Street  as 
custodian.  The  collateral  securities  cannot  be  pledged  or  sold  by  PRIT  unless  the  borrower 
defaults.  At  June  30,  1998  and  1997,  the  market  value  of  the  securities  on  loan  was  approximately 
$1,190,000,000  and  $1,026,000,000,  respectively.  The  value  of  the  collateral  amounted  to 
approximately  $1,239,000,000  and  $1,057,000,000  at  June  30,  1998  and  1997,  respectively.  The 
securities  on  loan  are  included  in  investments  at  fair  value  as  of  June  30,  1998  and  1997  in  the 
accompanying  balance  sheet. 

As  a  condition  to  the  agreement  with  Goldman,  PRIT  is  entitled  to  receive  minimum  annual  stock 
loan  income  payments.  The  agreement  with  Goldman  and  the  Operations  Support  Agreement  with 
State  Street  require  Goldman  and  State  Street  to  indemnify  PRIT  in  the  event  that  Goldman  fails  to 
return  the  securities  (and  if  the  collateral  is  inadequate  to  replace  the  securities  lent)  or  if  Goldman 
or  State  Street  fail  to  perform  their  obligations  pursuant  to  their  respective  agreements. 


Continued 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 


At  June  30,  1998,  PRIT  has  concluded  that  it  does  not  have  credit  risk  exposure  to  the  borrower 
because  the  amounts  the  PRIT  owes  the  borrower  exceeds  the  amounts  the  borrower  owes  the 
PRIT.  PRIT  has  not  reflected  accrued  income  in  its  calculations. 


Book-to-Market  Appropriations: 

Pursuant  to  M.G.L.  c.32,  sec.  22(3)(c),  The  Commonwealth  of  Massachusetts  reimburses  eligible 
retirement  systems  for  the  unrealized  losses  in  their  respective  investment  portfolios  at  the  date 
they  transferred  their  assets  to  PRIT.  In  fiscal  years  1998  and  1997,  the  Commonwealth 
appropriated  $3,233  (received  July  9,  1998)  and  $107,449  (received  July  10,  1997),  respectively, 
representing  the  book-to-market  appropriation.  This  appropriation  was  distributed  to  two  eligible 
retirement  systems  in  fiscal  year  1998. 

Fair  Valued  Securities  -  Real  Estate  and  Alternative  Investments: 

The  financial  statements  include  real  estate  and  alternative  investments  valued  at  $1,943,727,379 
at  June  30,  1998,  representing  approximately  8%  of  net  assets  ($1,540,558,51 1  at  June  30,  1997, 
representing  approximately  8%  of  net  assets),  whose  estimated  fair  value  has  been  determined 
under  the  general  supervision  of  the  PRIM  Board,  with  input  from  real  estate  and  alternative 
investment  managers  and  other  advisers,  in  the  absence  of  readily  ascertainable  market  values. 
However,  because  of  the  inherent  uncertainty  of  valuation,  those  estimated  values  may  differ 
significantly  from  the  values  that  would  have  been  used  had  a  ready  market  for  the  investments 
existed,  and  the  differences  could  be  material. 


Continued 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 


9.    Cash  Equivalents  and  Investment  Risk  Levels: 

Cash  represents  amounts  in  bank  depository  accounts.  Of  the  total  cash  balance,  $100,000  is 
insured;  the  remaining  balance  is  uninsured  and  not  collateralized. 

PRIT's  investments  are  categorized  as  Risk  Category  1 ,  the  lowest  risk,  which  is  defined  by  GASB 
Statement  No.  3  as  insured  or  registered  or  held  by  PRIT  or  its  agent  in  PRIT's  name.  For  the 
years  ended  June  30,  1998  and  1997,  State  Street  Bank  and  Trust  was  the  custodian  for  a  majority 
of  the  investments  of  PRIT.  Category  2  includes  uninsured  or  unregistered  investments  for  which 
the  securities  are  held  by  the  counterparty's  trust  department  or  agent  in  PRIT's  name.  Category  3 
includes  uninsured  and  unregistered  investments  for  which  the  securities  are  held  by  the 
counterparty  or  by  its  trust  department  or  agent  but  not  in  PRIT's  name. 


Investment  Type 

Domestic  equities 
Domestic  fixed-income 
International 

U.S.  Govemment  agency  and 
treasury  obligations 

Subtotal 

Money  market 
Real  estate 

Alternative  investments 
Total 


Category  1 

$11,771,083,480 
2,629,537,310 
3,970,467,361 

3.080.783,554 

$21.451.871,705 


1998 


Category  2 


Category  3 


Total 

$11,771,083,480 
2,629,537,310 
3,970.467.361 

3.080.783.554 


984,087,949 
946.675.749 
997.051.630 

$24.379.687.033 


Investment  Type 

Domestic  equities 
Domestic  fixed-income 
International 

U.S.  Government  agency  and 
treasury  obligations 

Subtotal 

Money  market 
Real  estate 

Alternative  investments 


1997 


Category  1 

$  10,225.252.746 
1,713,443,458 
3.481.262,177 

2.563.505.145 

$  17.983.463.526 


Category  2 


Category  3 


4,749,950 


4.749.950 


Total 

$  10,225,252.746 
1.713.443.458 
3.486.012.127 

2.563.505.145 

17.988.213.476 

802.286.892 
753.996.401 
786.562.110 


Total 


$  20.331.058.879 


Continued 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


NOTES  TO  FINANCIAL  STATEMENTS,  CONTINUED 

10.  State  Appropriation: 

Systems  joining  the  PRIT  Fund  have  the  option  to  be  Participating  or  Purchasing  Systems. 
Participating  Systems  must  maintain  all  of  their  retirement  systems  assets  in  PRIT.  Those  systems 
qualifying  as  Participating  Systems  share  in  an  appropriation  made  to  PRIT  by  The 
Commonwealth  of  Massachusetts  pursuant  to  G.L.,  Chapter  32,  Section  22B  based  on  the 
Participating  Systems'  net  assets  in  PRIT  at  the  beginning  of  the  fiscal  year.  The  annual 
appropriation  of  approximately  $4.9  million  for  fiscal  year  1998  is  included  in  contributions  in  the 
Statement  of  Changes  in  Net  Assets. 

The  Commonwealth  of  Massachusetts  has  approved  an  appropriation  of  approximately  $6  million 
for  fiscal  year  1999. 

11.  Financial  Instruments  with  Off-Balance  Sheet  Risk: 

PRIT  regularly  trades  financial  instruments  with  off-balance  sheet  risk  in  the  normal  course  of  its 
investing  activities  to  assist  in  managing  exposure  to  market  risks  such  as  interest  rates.  These 
financial  instruments  include  forward  foreign  currency  exchange  contracts  and  financial  futures 
contracts. 

The  notional  or  contractual  amounts  of  these  instruments  represent  the  investment  PRIT  has  in 
particular  classes  of  financial  instruments  and  does  not  necessarily  represent  the  amount 
potentially  subject  to  risk.  The  measurement  of  the  risks  associated  with  these  instruments  is 
meaningful  only  when  all  related  and  offsetting  transactions  are  considered.  See  Note  2  for 
descriptions  of  forward  foreign  currency  contracts,  futures,  and  options  and  the  "Schedule  of 
Investments"  for  forward  foreign  currency  contracts  and  futures  outstanding. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS 

June  30,  1998 


Shares/ 

Par  Value  Description  Cost  Market  Value 


DOMESTIC  EQUITIES  -  48.3% 


'0 


18.260.577  Basic  industries  $     474.109,976        $  532.333.035 

18.122.044                      Capital  goods  442,346.059  634,757.894 

51.832.880                      Consumer  basics  1.354.755.580  2.085,698.919 

8,181,331                      Consumer  durable  goods  187,988,186  286,965,204 

23,712,269                      Consumer  nondurables  515,508,553  795,566,042 

14.240,748                      Consumer  services  223,213,843  295.511,703 

16,450,200                      Energy  532,956,370  685,709,105 

40,687,548                      Finance  1,612,396,907  2,136,557,970 

26,509,292                      General  business  545,990,698  790,289.060 

2.907,093                      Shelter  66,298,121  92,241,656 

53,558,489                      Technology  1.295.823,739  1,811.265.330 

4,072,816                      Transportation  94,138,398  103,912,678 

18,483,474                       Utilities  550,943,451  796,386,833 

36,076,650                      Miscellaneous  628.367.331  723.888.050 

TOTAL  DOMESTIC  EQUITIES  8.524.837.212  11.771,083.480 

DOMESTIC  FIXED-INCOME  INVESTMENTS  -  10.8% 

Corporate  Bonds 

$595,782,000  Finance  and  Banking  with 

rates  ranging  from  1%  to 
11.75%  and  maturities  ranging 

from  1998  to  2035  600,103,742  599,977.587 

287,613,000  Industrials  with  fixed  rates 

ranging  from  0%  to  12.58%  and 

maturities  ranging  from  1998  to  2037  281,796,415  288,588,458 

203,982,516  Utilities  with  rates  ranging  from  0%. 

to  12.75%)  and  maturities  ranging  from 

1998  to  2033  193,852.726  197,438,907 

35,780,385  Transportation  with  rates  ranging 

from  5%.  to  10.375%)  and 
maturities  ranging  from  2000 

to  2029  36,599,988  39.289,429 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 

Par  Value  Description  Cost  Market  Value 

$924,884,224  Miscellaneous/other  with  rates 

ranging  from  0%  to  13.5%  and 
maturities  ranging  from  1998 

to  2045  $  883.048.120  $  899.756.319 

Total  Corporate  Bonds                      1.995.400.991  2.025.050.700 

Other  Fixed-Income  Investments 

29,206,895  Asset-backed  securities  with 

rates  ranging  from  5.375%  to  8% 
and  maturities  ranging  from 

2001  to  2007  29,055,691  29,438,557 

123,024,000  Convertible  Bonds  with  rates 

ranging  from  0%  to  8.25%  and 
maturities  ranging  from 

2000  to  2018  103,963,140  108,029,197 

245,944,836  Collateralized  Mortgage  Obliga- 

tions with  rates  ranging  from  1% 
to  15.25%  and  maturities  ranging 

from  2000  to  2030  244,060,453  248,263,890 

205,115,510  Other  Marketable  Mortgage 

obligations  with  rates  ranging  from 
1%  to  12.125%  and  maturities  ranging 

from  2002  to  2031  206, 1 00,370  207.356,324 

10,320,000  Municipal  obligations  with 

rates  ranging  from  6.5%  to  9.75% 
and  maturities  ranging  from  2016 

to  2036  10.394.963  11.398.642 
Total  Other  Fixed-Income 

Investments  593.574.617  604.486.610 
TOTAL  DOMESTIC  FIXED-INCOME 

INVESTMENTS  2.588.975.608  2.629.537.310 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1998 

Shares/ 

Par  Value                                    Description  Cost              Market  Value 

U.S.  GOVERNMENT  AGENCY 

AND  TREASURY  OBLIGATIONS  -  12.6% 

1,277,214,012  U.S.  Government  sponsored  and 

guaranteed  with  rates  ranging  from 
0%  to  13.5%  and  maturities 

ranging  from  1999  to  2036  $  1,279,533.359       $  1,294.055,371 

554,243,763  Federal  Agency  securities  with 

rates  ranging  from  5.42%  to  11.5% 
and  maturities  ranging  from  1998 

to  2045  551,314,687  557,987,425 

1 , 1 39,898,775  United  States  Treasury  Bonds/Notes 

with  rates  ranging  from  5.42%  to 
13.875%  and  maturities  ranging 

from  1998  to  2027  1.196.595.678  1.228.740.758 

TOTAL  U.S.  GOVERNMENT 
AGENCY  AND  TREASURY 

OBLIGATIONS  3.027.443.724  3.080.783.554 
MONEY  MARKET  INVESTMENTS  -  4.0% 

Various  Money  Market 

Investments  984.085.690  984.087.949 
TOTAL  MONEY  MARKET 

INVESTMENTS  984.085.690  984.087.949 
REAL  ESTATE  -  3.9% 

Commingled  funds  166,239,600  157,740,850 

Separate  core  accounts  492,051,558  520,806,522 

Separate  noncore  accounts  190,815,876  180,576,008 

REITs  84.437.073  87.552.369 

TOTAL  REAL  ESTATE  933.544.106  946.675.749 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1998 

Shares/ 

Par  Value  Description  Cost  Market  Value 


ALTERNATIVE  INVESTMENTS  -4.1% 


0 


Venture  Capital.  $  252,070,866  $  358,224.295 

Special  Equity  469,575.162  638.827.335 
State  Employees'  and  Teachers' 

separate  account   441.162   - 


TOTAL  ALTERNATIVE 

INVESTMENTS  722.087.190  997.051.630 

INTERNATIONAL  EQUITIES  - 15.2% 


107,885,413 

Basic  industries 

232,068,447 

215,630,051 

170,327,971 

Capital  goods 

237,570,914 

265,827,481 

23,902,173 

Consumer  basics 

322,530,671 

403,515,742 

12,790,668 

Consumer  durable  goods 

227,508,310 

268,846,198 

15,763,198 

Consumer  nondurables 

196,188,138 

199,048,887 

18,706,033 

Consumer  services 

71,879,824 

69,365,130 

33,151,442 

Energy 

182,337,728 

206,714,155 

133,559,627 

Finance 

652,788,454 

765,730,738 

54,980,540 

General  business 

198,586,299 

223,873.095 

14,725,750 

Shelter 

105,745,923 

116.908,366 

10,717,739 

Technology 

135,140,814 

147.176.514 

27,419,338. 

Transportation 

60,083,503 

61.536.710 

95,495,340 

Utilities 

290,658,522 

342,590,692 

616,691,700 

Miscellaneous 

376.947.875 

410.840.244 

TOTAL  INTERNATIONAL  EQUITIES 

3.290,035.421 

3.697.604.001 

INTERNATIONAL  FIXED-INCOME  -  1.1% 


Government  with  12.6%  rate  and 
maturiting  in  2003 

Corporate  Bonds  with  rates  ranging 
from  1%  to  8%  and  maturities  from 
1999  to  2007 


3.590.890 


1.613.714 


3.638.963 


1.733.831 


Convertible  Bond  with  a 

rate  of  ranging  from  1.9%  to  2%  and 

maturities  from  2002  to  2004 


3,989,183 


4,073,639 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Shares/ 

Par  Value  Description  Cost  Market  Value 

Yankee  Bonds  with  rates  ranging 
$272,893,599  from  6.875%  to  9.6%  and 

maturities  from  1999  to  2026  $    257.424.347      $  263.416.928 

TOTAL  INTERNATIONAL 

FIXED-INCOME  266.617.594  272.863.360 

TOTAL  INVESTMENTS -100%  $20.337.626,545  $24.379.687.033 


A  detailed  portfolio  listing  is  available  for  review  at  the  offices  of  the  Pension  Reserves  Investment 
Management  Board. 


The  accompanying  notes  are  an  integral  part  of  tlie  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1998 

Forward  Foreign  Currency  Contracts  Outstanding 

Unrealized 


Market 

A  nnrck^iAf  i  An/ 

Value 

D3t6 

IL/cprcciauon  J 

(B) 

Australisn  Dollar 

OH ,OQ  1  tXJOl  .40 

^n-iu/2y/yo 

^  (OUU.IOD; 

(S) 

Australian  Dollar 

HAO  AOO  CjIQ 

i4z,uc5y,o4y 

T/4  4A/00/AO 

7/1-10/29/98 

(22o,yyu} 

(B) 

Brazilian  Real 

1  3,  lOO 

lb,  lyu 

T /D  /AO 

7/8/98 

(1,027) 

(B) 

Deutschemark 

C  A  A    A  OO 

544,100 

C  /O  O  ?  1 4  1 A  O 

5/22-7/1/98 

(4,  Bo  3) 

(S) 

Deutschemark 

^CA  ATT 

on  jl  ^  O  ACT 

oy,44o,0D/ 

4  AfOA/AO 

1 0/29/98 

263,990 

(B) 

French  Franc 

o  TC4  CT'i 

T/C   4  A/OAIAO 

7/0-10/29/98 

(69,09/) 

(S) 

French  Franc 

CO   A  ACCl 

00.442,459 

CO  il  TT 

58,477,993 

1 0/29/98 

35,534 

(S) 

1  1  1  y  

Hong  Kong 

4  AC  OOA 

105,889 

105,884 

7/2-7/3/98 

(5) 

(S) 

Indonesian  Rupiah 

o  cnc 

8.o9o 

8,374 

^  /  ^    ^  #^  /  AO 

7/1-7/2/98 

(221) 

(B) 

Italian  Lira 

A  criO  Ten 

4, 692, 759 

4,678,128 

7/7/98 

14,631 

Japanese  Ten 

7A.Q 

5*10  0*^7  71ft 

(S) 

Japanese  Yen 

336,737,288 

336,731,778 

7/1-10/29/98 

(5,510) 

(S) 

New  Zealand  Dollar 

1,278,243 

1,264,467 

7/1-7/3/98 

(13,776) 

(B) 

Philippine  Peso 

21,522 

21,540 

7/3/98 

(18) 

(S) 

Polish  ZIoty 

28,357 

28,464 

6/22-6/23/98 

107 

(B) 

Portuguese  Escudo 

2,339,486 

2,331,975 

7/2/98 

7,511 

(B) 

Pound  Sterling 

69,077,882 

68,102,293 

7/1-10/29/98 

975,589 

(S) 

Pound  Sterling 

89,924,117 

88,814,265 

7/1-10/29/98 

(1,109,852) 

(S) 

Singapore  Dollar 

1,799,651 

1,807,538 

7/1-7/7/98 

7.887 

(B) 

South  African  Rand 

14,099 

14,394 

7/3/98 

(295) 

(B) 

Swedish  Krona 

7,951.641 

8,133,958 

10/29/98 

(182,317) 

(S) 

Swedish  Krona 

12,818,278 

13,044,483 

7/2-10/29/98 

226.204 

(B) 

Swiss  Franc 

2,691,219 

2,681,117 

7/1-7/3/98 

10,102 

(S) 

Swiss  Franc 

380,084 

378,597 

7/1-7/2/98 

(1.487) 

$  (1.187.374) 


(B) =  Buy 
(S)  =  Sell 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1998 
FUTURES  CONTRACTS 


Purchased: 
1,004  Treasury  Bond 
881  Treasury  Note 
223  Treasury  Note 
71  S&P  500  Index 


Expiration  Date 


September  1998 
September  1998 
December  1998 
September  1998 


Notional 
Value 


$124,088,125 
100,296,344 
25,359,281 
20,288.250 


Unrealized 
Gain/(Loss) 


$1,583,627 
308.406 
178.906 
291.926 


$2.362.865 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1997 


Shares/ 

Par  Value                                     Description  Cost  Market  Value 

DOMESTIC  EQUITIES  -  50.3% 

19,649.077                        Basic  industries  $  539.133.764  $  625.581.151 

18,588.672                        Capital  goods  482,163.465  662.308.841 

45,098,093                        Consumer  basics  1,450,704,578  1.890.515.691 

8,388,302                        Consumer  durable  goods  210,365,135  248,540,946 

22,420,996                        Consumer  nondurables  525,941,678  656,804.099 

11,167,234                        Consumer  services  199,330,284  232,233,428 

16,385,547                        Energy  573,174,855  715,048,382 

34,613,710                        Finance  1,420,015,963  1,851,635,638 

23,256,065                        General  business  502,577,636  618,656,098 

2,557,084                         Shelter  63,773,059  74,911.716 

42,605,540                        Technology  1,228,629,851  1,525,260,164 

3,611,305                        Transportation  100,729,958  121,899,969 

17,336,583                         Utilities  562,899,656  632,121,952 

29,865,943                        Miscellaneous  305.219.254  369.734.671 

TOTAL  DOMESTIC  EQUITIES  8.164.659.136  10.225.252.746 

DOMESTIC  FIXED-INCOME  INVESTMENTS  -  8.4% 

Corporate  Bonds 

$217,302,395  Financing  and  Banking  with 

rates  ranging  from  0%  to 
12.5%  and  maturities  ranging 

from  1 997  to  2037  213,803,237  216.294,956 

229,009,977  Industrials  with  variable  and 

fixed  rates  ranging  from  0% 
to  14.0%  and  maturities 

ranging  from  1998  to  2096  217,210,677  224.373.768 

152.978.000  Utilities  with  fixed  and  variable 

rates  ranging  from  0%  to  20.25% 
and  maturities  ranging  from 

1996  to  2026  144,682,575  149.173,984 

28.274.615  Transportation  with  rates  ranging 

from  0%  to  13%  and 
maturities  ranging  from  2000 

and  2029  28,011.330  30.993.227 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1997 

Shares/ 

Par  Value  Description  Cost  Market  Value 

$791,948,043  Miscellaneous/other  with  rates 

ranging  from  0%  to  13.25%  and 
maturities  ranging  from  1999 

to  2049  $  733.837.342  $  756.989.916 

Total  Corporate  Bonds                       1.337.545.161  1.377.825.851 

Other  Fixed-Income  Investments 

41,002,017  Asset-backed  securities  with 

rates  ranging  from  5.61%  to  8.875% 
and  maturities  ranging  from 

1999  to  2027  41,395,990  41,179,706 

80,276,000  Convertible  Bonds  with  rates 

ranging  from  0%  to  8.25%  and 
maturities  ranging  from 

1996  to  2015  68,119,496  73,840,634 

182,866,431  Collateralized  Mortgage  Obliga- 

tions with  rates  ranging  from  1% 
to  15.25%  and  matuhties  ranging 

from  1 999  to  2032  1 78.698.403  1 79,268,277 

41 ,274,295  Other  Marketable  Mortgage 

obligations  with  rates  ranging  from 
1%  to  9.35%  and  maturities  ranging 

from  1999  to  2021  40.325.717  41.328.990 

Total  Other  Domestic  Fixed- 
Income  Investments  328.539.606  335.617.607 

TOTAL  DOMESTIC  FIXED-INCOME 

INVESTMENTS  1.666.084.767  1.713.443.458 

U.S.  GOVERNMENT  AGENCY 

AND  TREASURY  OBLIGATIONS  -  12.6% 

23,500,000  U.S.  Government  sponsored  and 

guaranteed  with  rates  ranging  from 
0%  to  7.875%  and  maturities 

ranging  from  1998  to  2045  23,336,782  23,626,478 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 


SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1997 


Shares/ 

Par  Value  Description  Cost  Marltet  Value 

$1 ,664,968,943  Federal  Agency  securities  with 

rates  ranging  from  0%  to  10% 
and  maturities  ranging  from  1996 
'  i  to  2027  $1,645,353,893  $1,657,567,380 

788,552,979  United  States  Treasury  Bonds/Notes 

with  rates  ranging  from  0%  to 
12.375%  and  maturities  ranging 

from  1997  to  2027  812,233,029  813,067,092 

69,383,000  Yanl<ee  Bonds  with  rates  ranging 

form  6.0%  to  10.875%  and  maturities 

from  1997  to  2026  68.156.845  69.244.195 

TOTAL  U.S.  GOVERNMENT 
AGENCY  AND  TREASURY 

OBLIGATIONS  2.549.080.549  2.563.505.145 

MONEY  MARKET  INVESTMENTS  -  3.9% 

Various  Money  Market 

Investments  802.252.662  802.286.892 


TOTAL  MONEY  MARKET 

INVESTMENTS  802.252.662  802.286.892 


REAL  ESTATE  -  3.7% 

Commingled  funds  229,430,741  202,359,521 

Separate  core  527,198,982  532.510.776 

Separate  accounts  85.613.943  19.126.104 

TOTAL  REAL  ESTATE  842.243.666  753.996.401 

ALTERNATIVE  INVESTMENTS  -  3.9% 

Venture  Capital  228,329,985  281,891,547 

Special  Equity  383,133,030  503.812,626 
State  Employees'  and  Teachers' 

separate  account  1.038.576  857.937 

TOTAL  ALTERNATIVE 

INVESTMENTS  612.501.591  786.562.110 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1997 


Shares/ 

Par  Value  Description  Cost  Market  Value 

INTERNATIONAL  EQUITIES  - 15.4% 


84,168.047 

Basic  industries 

$  208.981.150 

$  224,961.480 

130.995.511 

Capital  goods 

240.910.758 

264.849.290 

20.815.354 

Consumer  basics 

235.872.952 

271.015.973 

12,579,008 

Consumer  durable  goods 

201.662.633 

240.893.168 

consumer  nonauraDies 

ooo  OP*}  cn/1 

zoy.yy^.o44 

11,013,877 

Consumer  services 

C7  QCO  TOO 

CI  >i7c  icn 
b1.4/D,JbO 

'^O   A  O  A  CCA 

23,481 ,561 

Energy 

10/.«3lU.OO^ 

'17>1  OC>1  7C7 

78,320,406 

Finance 

430,260,721 

485.281,350 

35,292,690 

General  business 

145.885,986 

158.209.332 

13.057,979 

bneiter 

yu, 0/4, Toy 

yy.20o.ooo 

19,088,979 

Technology 

A  oe  OCT  A  77 

-ICO  ACiCi  *7C.A 

lDO,4Dy.7o4 

3,338,047 

Transportation 

OOni"!  1A  A 

A  O  QCQ  "iAA 

45,418,679 

Utilities 

187,697,501 

212,626,160 

216,941,120 

Miscellaneous 

418,411,151 

465,135,629 

TOTAL  INTERNATIONAL  EQUITIES 

2,781,389,380 

3,125,027.496 

INTERNATIONAL  FIXED-INCOME  - 

1.8% 

Government  and  Supranational 

with  rates  ranging  from  0%  to 

9.75%  and  maturities  ranging 

from  1997  to  2024 

282,508,479 

293,506,452 

Foreign  Corporate  Bonds  with 

rates  ranging  from  0%  to  10.5% 

and  maturities  from  1997  to  2026 

65,977,114 

65,409.338 

Foreign  Convertible  Bonds  with  a 

rate  of  ranging  from  1 .9%  to  2%  and  1,513.500  2.068.841 

maturities  from  2002  to  2004 


TOTAL  INTERNATIONAL 

FIXED-INCOME  349.999.093  360.984.631 

TOTAL  INVESTMENTS  - 100%  $17.768.210.844  $20.331.058.879 


A  detailed  portfolio  listing  is  available  for  review  at  the  offices  of  the  Pension  Reserves  Investment  Management 
Board. 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30,  1997 


Forward  Foreign  Currency  Contracts  Outstanding 


Unrealized 

Market 

Aggregate 

Delivery 

Appreciation/ 

Value 

Face  Amount 

Date 

(Depreciation) 

(B) 

Australian  Dollar 

$  32.604.395 

$  33.172.595 

8/26-10/30/97 

$  (568,200) 

(S) 

Australian  Dollar 

37.902.228 

39.004.140 

7/3-10/30/97 

1.101.912 

(B) 

Austrian  Schilling 

611.814 

643.556 

7/03/97 

(31.742) 

(S) 

Austrian  Schilling 

611.813 

614.311 

7/03/97 

2.498 

(B) 

Belgian  Franc 

7.137.216 

7.216.479 

8/08/97 

(79.263) 

(S) 

Belgian  Franc 

7.137.216 

7.183.002 

8/08/97 

45.786 

(B) 

Canadian  Dollar 

16,425.196 

16,354.567 

7/14-9/30/97 

70.629 

(S) 

Canadian  Dollar 

16,425.196 

16,470.481 

7/14-9/30/97 

45,285 

(B) 

Danish  Krone 

3,836,541 

3.869,387 

9/30-10/3/97 

(32,846) 

(S) 

Danish  Krone 

3,836,541 

3.957.104 

9/30-10/3/97 

120,563 

(B) 

Deutsche  Mark 

317,529,957 

325,951.112 

7/18-10/30/97 

(8,421.155) 

(S) 

Deutsche  Mark 

470,287,439 

478,193,276 

7/25-10/30/97 

7.905,837 

(B) 

European  Currency  Unit 

4,277,971 

4.284,603 

1/15/98 

(6.632) 

(S) 

European  Currency  Unit 

4,277,971 

4.463,994 

1/15/98 

186,023 

(B) 

French  Franc 

186,994,156 

191,417,868 

7/31-10/30/97 

(4,423,712) 

(S) 

French  Franc 

267.938,471 

272,942,221 

7/31-10/30/97 

5.003.750 

(B) 

Indonesian  Rupiah 

75,092 

75,135 

7/1-7/3/97 

(43) 

(B) 

Irish  Pound 

4,413.392 

4,425,446 

7/3-9/30/97 

(12,054) 

(S) 

Irish  Pound 

4,413,392 

4,585,343 

9/30/97 

171,951 

(B) 

Italian  Lira 

47,343,112 

47,519,073 

7/1-9/30/97 

(175,961) 

(S) 

Italian  Lira 

47,343,112 

47,293,785 

7/1-9/30/97 

(49,327) 

(B) 

Japanese  Yen 

357,105.180 

342,861,966 

6/30-10/31/97 

14.243,214 

(S) 

Japanese  Yen 

377.395,101 

354,330,194 

7/1-11/20/97 

(23,064,907) 

(B) 

Malaysian  Ringgit 

82,704 

82,891 

7/1-7/2/97 

(187) 

(B) 

Netheriands  Guilder 

3,644,272 

3,672,853 

9/19/97 

(28,581) 

(S) 

Netheriands  Guilder 

3,644,272 

3,744,726 

9/19/97 

100,454 

(B) 

New  Zealand  Dollar 

1,794,120 

1,826,053 

9/30/97 

(31,933) 

(S) 

New  Zealand  Dollar 

3.216,454 

3,272,874 

7/1-9/30/97 

56,420 

(B) 

Portuguese  Escudo 

m  ,uyi 

ill  A7A 

7/i  T/T/Q? 

(B) 

Pound  Steriing 

62,546,593 

61,546,492 

7/31-10/30/97 

1.000,101 

(S) 

Pound  Steriing 

90,672,037 

88,618,358 

7/31-10/30/97 

(2,053,679) 

(B) 

Spanish  Peseta 

22,792,769 

23.070,461 

7/11-9/30/97 

(277.692) 

(S) 

Spanish  Peseta 

22,792,768 

23,368,947 

7/11-9/30/97 

576,179 

(B) 

Swedish  Krona 

1,035,929 

1,041,421 

7/1-8/1/97 

(5,492) 

(S) 

Swedish  Krona 

11,198,823 

11,364,002 

7/1-10/30/97 

165.179 

(B) 

Swiss  Franc 

698,029 

699.064 

7/1-8/15/97 

(1.035) 

(S) 

Swiss  Franc 

13,387,850 

13,461.472 

8/6-8/15/97 

73,622 

(B) 

Thailand  Baht 

82.490 

87.758 

7/03/97 

f5.268) 

$  (8.400.689) 

(B)  =  Buy 
(S)  =  Sell 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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PENSION  RESERVES  INVESTMENT  TRUST  FUND 
SCHEDULES  OF  INVESTMENTS,  CONTINUED 

June  30.  1997 
FUTURES  CONTRACTS 


Notional  Unrealized 

Expiration  Date          Value  Gain/(Loss) 

Purchased 

490  Treasury  Bond                                         Sept.  1997        $    54,420,625  $  30.625 

1,104  Treasury  Note                                      Sept.  1997            119,094,000  (21,375) 

32  S&P  500  Index                                          Sept.  1997             14,244,000  (141.125) 

$  (131.875) 


The  accompanying  notes  are  an  integral  part  of  the  financial  statements. 
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